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SPIKE IN METAL PRICES: WHAT DOES IT 
MEAN FOR SMALL MANUFACTURERS 


WEDNESDAY, MARCH 10, 2004 

House of Representatives, 

Committee on Small Business 

Washington, D.C. 

The Committee met, pursuant to call, at 10:07 a.m. in Room 
2360, Rayburn House Office Building, Hon. Donald Manzullo, 
[chairman of the Committee] presiding. 

Present: Representatives Manzullo, Kelly, Akin, Shuster, 
Chocola, King, Velazquez, Ballance, Napolitano, Bordallo and 
Sanchez. 

Chairman Manzullo. Good morning, and thank you for all being 
here today as we examine the recent spike in metal prices, particu- 
larly in the steel industry, also copper and other types of commod- 
ities, and the effects on small manufacturers. I would especially 
like to thank those of you who have come great distances to be 
with us today. 

A few weeks ago, I started receiving calls from several manufac- 
turers in the congressional district that I am privileged to rep- 
resent regarding an unexpected and unprecedented increase in 
steel prices. For industries still reeling from the effects of the 18 
month tariffs period in which they saw price increases of up to 50 
percent, this certainly was not welcome news. 

When the tariffs were lifted on December 4, 2003, American 
manufacturers were expecting at the very least a stabilization of 
prices, and many had anticipated reductions in the price of steel. 
What they got was the exact opposite. Instead, steel prices have 
surged since the tariffs have been rescinded. According to some in- 
dustry reports, prices have almost doubled in the last four months 
alone. 

For example, according to the trade publication, American Metal 
Market, the price of hot-rolled steel, one of the most widely used 
types, has soared by more than 80 percent in the last year and by 
almost half since December of 2003. 

The prices of other metals have also risen dramatically in recent 
weeks. The price of copper soared to an eight year high of nearly 
$3,000 a metric ton during the third week in February. The price 
of nickel has more than doubled in the past year. 

These unprecedented increases are nearly impossible for manu- 
facturers to absorb. They are caught in the middle between the 
suppliers and the customers. They need steel and other metals to 
fulfill contracts already obligated, but they are seeing surcharges 
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added to quoted prices from their suppliers that they cannot pass 
along to the customers due to contractual constraints. 

I have also been informed by many manufacturers in the district 
that I represent that they are being told that there is no steel 
available for them, even though they have longstanding contracts 
in effect. Talk about being stuck between a rock and a hard place. 

That said, and listen to me very carefully. We are not here today 
to point fingers or place blame on any one segment of the industry. 

I am deeply concerned about the effects these price increases are 
having on small manufacturers. 

This hearing is an inquiry to assemble facts, and you will note 
that everybody in the steel industry is present— the integrated 
mills, the mini mills, the steel suppliers, the scrap dealers and the 
consumers. Everybody is at the table to try to bring to light the 
problems that are going on and possibly move towards some type 
of a resolution, if any is possible. I want you guys to discuss, but 
do not fight among yourselves, okay? 

I recognize one of the factors contributing to this situation with 
regard to the steel shortage is the massive industrialization of the 
People's Republic of China. Due to what equates to state subsidized 
business practices, coupled with artificially deflated currencies, 
Chinese companies are able to absorb global price increases in both 
raw and finished products. 

As we have said before, as a nation the U.S. must exert more 
pressure on the Chinese Government to comply with the WTO re- 
quirements and to stop manipulating their currency. They are not 
playing fair, and it is killing our businesses here in the United 
States. It appears as if there is not one single factor that would in- 
dicate why prices and shortages are occurring to the degree they 
have, but rather a culmination of many factors. There is no quick 
fix here. 

Again, the goal of the hearing is to try to discover what caused 
the various metal prices to rise so high and so fast and also what 
impact it has had on the U.S. manufacturers, especially the small 
manufacturers. 

I want to remind all of our witnesses that we are here today not 
to point fingers or place blame on any one part of the industry. We 
are interested in the root cause of the price increases and to deter- 
mine if there is any middle ground on which we can work together. 

[Chairman Manzullo's statement may be found in the appendix.] 

I would now recognize Congresswoman Nydia Velazquez, who is 
our Ranking Minority Member, for her opening statement. 

Ms. Velazquez. Thank you, Mr. Chairman. Today, we are once 
again examining the issue of rising steel prices and its effect on 
both U.S. industry and consumers, mainly small manufacturers. 

The price of steel has skyrocketed by over 60 percent in the last 
five months. This incredible surge has been the result of several 
factors. They include the increased internal demand for steel and 
foreign trade policies that have limited access to many inter- 
national steel markets. 

This trend is in complete reversal to what our Committee wit- 
nessed two years ago when we first examined this issue. At that 
time, there was a flood of cheap foreign steel inundating the United 
States. It devastated domestic steel producers and, coupled with an 
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overvalued dollar, resulted in many of them being forced to close 
their doors. 

The solution put forth by the White House was to invoke tariffs 
that were deemed as necessary to protect the domestic steel indus- 
try. Those tariffs were viewed by many, including Members of this 
Committee, as resulting in an increased cost of steel. 

Although originally slated to last three years, after just 21 
months the tariffs were repealed due to changed economic cir- 
cumstances. With the lifting of the tariffs, many expected to see 
prices fall with an influx of imported steel. However, the exact op- 
posite occurred, and prices went through the roof. 

Similar to the situation two years ago, the cause was complex 
and cannot be attributed to any single cost. Many would like to 
simplify today's problem and blame China. However, the situation 
is the convergence of many factors, including growing demand, in- 
creased supplier costs, limited international suppliers and rising 
energy costs. 

Much like the crisis two years ago, this is not a cut-and-dry prob- 
lem in terms of the impact on small businesses and very much de- 
pends on where you sit. Certainly these spikes in prices are affect- 
ing portions of the manufacturing sector, but also mills and export- 
ers. Many that are small businesses have not been able to operate 
in the current environment. 

Recently, the idea of implementing export control on scrap steel 
was suggested as a way to soften the domestic supply shortage. 
This seems surprising considering the Bush Administration tried to 
restrict what was coming into our country with tariffs, and now he 
wants to restrict what is being exported the same way. He sends 
very mixed messages about our nation's trade policies. 

One of the main arguments against export control is that they 
are too costly for the economy. These controls hinder the free mar- 
ket from working and prevent the flow of goods from reaching the 
highest bidder. 

I find it ironic that when the steel industry has been in such dire 
need for decades, we will reintroduce policies such as export con- 
trols which ultimately failed us during the 1970s. As with any com- 
plicated problem, there is no simple solution. 

I look forward to hearing from the witnesses to find a fix that 
reduces costs to steel consumers and protects producers. Finding a 
solution to this problem is just as pressing as finding ways to give 
entrepreneurs access to health care, capital and reduced energy 
costs, all of which are pulling resources away from our most impor- 
tant economic driver, small businesses. 

Thank you, Mr. Chairman. 

[Ranking Member Velazquez's statement may be found in the ap- 
pendix.] 

Chairman Manzullo. Thank you very much. 

The rules are we keep the testimony at five minutes. I know 
most of you could talk for the entire hour, but we have to do that. 
We do that so we can leave plenty of room for questions and inter- 
action at the end. 

We have been advised there may be a series of three votes com- 
ing at 10:15, so we are being subjected to the tyranny of the voting 
bells. I do not know how long that distraction will occur. 
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Do you want to have a short opening statement? Go ahead. I 
really would like to get going, Sue. 

Mrs. Kelly. I would like to just simply say something, and that 
is, as the Ranking Member pointed out, our problem here is a very 
complicated one, out when you consider the fact that our problem 
is the fact that we here in the United States in our steel mills are 
so much more productive with such better quality that the low dol- 
lar has affected this market because other people want our steel. 

It is not just steel. It is that low dollar also affecting the fact that 
the scrap can go offshore and get more money. You cannot blame 
the scrap dealers, but we also need to find a way to keep the high 
quality steel that we are able to produce here in the United States, 
which is a tremendous amount, here in the United States for our 
manufacturers. It is a long-range jobs problem, and I hope that 
some of you on this panel will address the jobs problem. 

Thank you for allowing me to say something. 

Chairman Manzullo. Sue, thank you for raising your hand be- 
cause what I want to do is start the testimony when we come back 
from the votes. 

We have a couple minutes now if anybody else wants to give just 
a very brief statement. 

Ms. Sanchez. Mr. Chairman? 

Chairman Manzullo. Yes? Go ahead. 

Ms. Sanchez. Thank you. 

Chairman Manzullo. Very brief. 

Ms. Sanchez. Yes, very brief. I want to commend Chairman 
Manzullo and Ranking Member Velazquez for calling this impor- 
tant hearing today. It is the second time that the Committee has 
had a hearing on this particular topic, and it is noteworthy that it 
does impact many small businesses in the United States. 

With that, I am just going to ask unanimous consent to place any 
opening statements in the record to allow my other colleagues a 
chance to also give opening statements as well. 

Chairman Manzullo. Does any other Member of the panel want 
to give a statement? 

Grace Napolitano, who lost 21,000 jobs in one day what, four 
years ago, Grace? 

Mrs. Napolitano. Yes, sir. You are correct. 

Chairman Manzullo. Go ahead. 

Mrs. Napolitano. We formulated a task force on manufacturing 
in my area because of the issue of the spiking in steel prices back 
when. 

I am glad, and thank you, Mr. Manzullo. Chairman Manzullo has 
been at the forefront in helping us bring this issue to the forefront. 
We need to work together. We need to be able to instead of finding 
the almighty dollar benefit, we are losing the jobs that will in turn 
negate any kind of benefit to this country. 

Thank you very much for being here, and thank you, Mr. Man- 
zullo. We look forward to the testimony. 

Chairman Manzullo. Does anybody else wish to be recognized? 

[No response.] 

Chairman Manzullo. Okay. We are going to adjourn. We will 
come back as soon as we are done voting. 

[Recess.] 
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Chairman Manzullo. The Committee will come back to order. 

We are going to go a little bit out of order. We will take Mr. Ross 
first, then Mr. Hickey and then Mr. Atwell based upon the fact 
that they have to make 1:00 flights. The next votes will not be for 
two or three hours. 

Our first witness is Mr. Wilbur Ross. Mr. Ross, if you could pull 
that mike real close to your mouth there? 

Mr. Ross organized International Steel Group, ISG, in April of 
2002 as its board chairman. ISG acquired the steel making assets 
of LTV and Acme Steel Corporation and in April 2003 raised a $1 
billion borrowing and acquired bankrupt Bethlehem Steel to be- 
come the nation's second largest integrated steel producer. 

We have all the principals here in the steel industry. Mr. Ross, 
we look forward to your testimony. When you see that yellow light 
come on, that means that you have one minute to go. 

Mr. Ross. Thank you, Mr. Chairman. 

Chairman Manzullo. Okay. We look forward to your testimony. 

The complete written testimonies of all the witnesses and the 
Members of Congress will be made part of our record. Thank you. 

STATEMENT OF WILBUR ROSS, INTERNATIONAL STEEL 
GROUP, INC. 

Mr. Ross. Mr. Chairman and Members of the House of Rep- 
resentatives Committee on Small Business, thank you for inviting 
me to testify today. 

International Steel Group has been surprised by the rapidity of 
costs and steel price increases both here and abroad. We did not 
initiate any of those increases. We have lagged in implementing 
them, and in general we price our products below our major com- 
petitors. We can do so because we are the lowest cost integrated 
producer. 

Also, we are very concerned that if prices were to remain at cur- 
rent levels for lon^ other materials would be substituted for steel, 
so we actually prefer lower price levels. Frankly, we are confident 
that steel prices will soon decline. 

You can see from Exhibits 1, 2, 3 and 4 in my prepared testi- 
mony that spot prices for hot-rolled band, the industry's generic 
sheet product, in China, Europe and the former Soviet Union have 
paralleled the U.S. pattern. It costs an additional $70 per metric 
ton to ship steel from abroad to the midwest, so imports are not 
the sol ution to the problem. 

There are several reasons why steel prices have been so volatile, 
and those are summarized in Exhibits 4 and 5. The price spike in 
the second quarter of 2002 was primarily due to the banlcruptcy 
shutdown of the LTV and Acme facilities, 10 percent of the indus- 
try. When our company acquired and reactivated those plants, 
prices fell, even though the tariffs remained, and that proved that 
the tariffs were only a minor factor. 

Also, at the $209 price for hot-rolled band at the trough early in 
2002, prices were unsustainably low. No steelmaker in the U.S., 
Europe or China could deliver quality product profitably at that 
price. Exhibit 4 shows that those prices were actually far below the 
levels in the early 1990s, even though costs have obviously risen 
since then. 
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In fact, even with the recent steel price increases, 15 steel com- 
panies remain in bankruptcy today. Almost everyone in the indus- 
try has been unprofitable every quarter since 2002. The reason is 
that input costs have risen at an extraordinary rate, and 50 per- 
cent of integrated mill revenues are on long-term contracts which 
do not automatically adjust to reflect increased cost. 

In contrast, small steel buyers, as well as some major ones, tend 
to purchase in the volatile spot market. They have made the specu- 
lative decision not to lock in steel costs when they quote prices of 
their product for future delivery. This strategy works well in some 
years and poorly in others, such as the present. 

Congress might consider a program for insurance for small busi- 
nesses against fluctuating prices of steel and other commodities 
which, like steel, have no futures market. 

In any event, major raw materials needed by an integrated mill 
to make a ton of steel are 1.6 tons of iron ore, 0.4 tons of coke, 0.2 
tons of scrap and 2.5 MBTU of natural gas. 

Exhibits 6 through 9 of my prepared testimony show that in the 
past two years, these commodities have added $178 to the cost of 
a ton of steel. Increased wages and other miscellaneous items add 
another $6 a ton, and higher raw material costs tie up more capital 
in inventory and receivables, adding another $4 per ton of cost. 

Assuming that half of one's business is conducted under fixed 
price contracts, the spot half of the business must go up faster in 
order to avoid insolvency for the company. 

In addition, the industry needs about $40 per ton of EBITDA, 
earnings before interest, taxes, depreciation and amortization, just 
to cover debt service and make capital expenditures. At the trough, 
the industry was losing about $8 a ton of EBITDA, so it needed $48 
a ton of price increases just to be able to sustain operations. That 
level would not make up for the cumulative industry losses of $132 
per ton from 2001 through 2003. 

Cyclical industries must earn back in strong markets the money 
lost in weak markets. 

Chairman Manzullo. How are you doing on time there, Mr. 
Ross? Your five minutes just ran out. 

Mr. Ross. I will finish up quickly. 

Chairman Manzullo. Can you summarize there? 

Mr. Ross. Yes, sir. 

Chairman Manzullo. Thank you. 

Mr. Ross. Scrap, we believe, is in fact in big supply worldwide, 
but had not been reclaimed because prices were low. Consumption 
is 340 million tons. There are eight billion tons out there. We think 
that marketplace will start to change. 

We also think that with U.S. Steel solving the fire problem at the 
Pinnacle Coke & Coal Mine and China solving a similar one, coke 
may be in a little bit less short supply. 

We oppose the idea of putting export controls on scrap. We think 
it would be preferable to force other countries not to limit their ex- 
ports of raw materials as they are doing. Putting export controls 
on scrap would exacerbate our balance of payment problems, which 
were reported this morning to be a $43.1 billion deficit for the most 
recent month, and would also just provoke China to do retaliatory 
things. 
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[Mr. Ross' statement may be found in the appendix.] 

Chairman Manzullo. Okay. Let us cut you off there so we will 
have some time for questions. 

Let us go to Mr. Atwell, who is a market analyst on steel with 
Morgan Stanley. We look forward to your testimony. 

If you want to pull that mike up close to you, we would appre- 
ciate that. Thank you. 

STATEMENT OF WAYNE ATWELL, MORGAN STANLEY 

Mr. Atwell. Thank you. Good morning, Mr. Chairman, Members 
of the Committee. Thank you for inviting me. I am honored to 
speak here this morning. 

My name is Wayne Atwell. I am an equity analyst with Morgan 
Stanley and follow the steel and nonferrous industry. I grew up in 
Pittsburgh. My father worked for the steel industry. I have fol- 
lowed the industry for 35 years and have toured 300 mills on four 
continents, so I have seen a lot of equipment. 

The sharp runup in the domestic steel price has its origin in a 
complicated set of domestic and foreign factors. We believe there 
are three primary drivers forcing the price of steel up. First, the 
weak dollar; second, dramatic growth in the Chinese economy; and, 
third, under investment in infrastructure. 

We did not expect a rollback of the 201 to have much of an im- 
pact on the industry as the strong dollar and high price for global 
raw materials was causing a shortage. The weak dollar has driven 
up the price of steel globally. What has happened is the euro is up 
33 percent against the dollar in the last two years. The Canadian 
dollar is up 20 percent. These two areas account for 40 to 50 per- 
cent of our imports. 

As a result, imports of steel last year were down 30 percent and 
exports were up 40 percent, so this is the best trade balance we 
have seen in 10 years. We have actually seen, ironically, an im- 
provement in the steel industry despite the fact that domestic steel 
consumption was down last year, so what we have seen is almost 
the entire shortage is trade balance oriented, i.e., the weak dollar. 

The rapid growth in steel consumption in China has put material 
pressure on raw materials. China imports all of its iron ore growth. 
They do not have self-sufficiency in iron ore, and all of their steel 
industry growth has to be funded with or provided from offshore. 

They also are a major supplier of coke. What has happened in 
the last several years is coke, which they used to sell on the world 
market for $55, is now up to $200 to $300. They have historically 
been a large exporter of metallurgical coal. They actually imported 
metallurgical coal last month, and metallurgical coal has gone from 
$40 up to between $125 and $200. 

China's intense demand for raw materials has put pressure on 
the dry bulk fleet. We have seen fleet prices, bulK prices, up five 
to sevenfold in the last 18 months, which again has forced up raw 
material costs. Basically this has forced costs up for the integrated 
steel companies such as ISG and U.S. Steel. This has forced the in- 
dustry to turn to scrap based suppliers such as mini mills. This has 
increased the bill and demand for scrap. 

Scrap has gone from $110 in 2002 to $140 in the third quarter 
and is currently roughly $300. This has forced the industry to put 
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on surcharges. There is a $100 surcharge now, and we think that 
could be $150 before long. 

This in fact has backed up in steel pricing. Having followed the 
industry a long time, I can say I have never seen an environment 
like this. Hot-rolled spot was $255 J anuary of last year. It is cur- 
rently running $550 to $600. We think that is probably going to be 
the peak. We think what happens is that as scrap prices start com- 
ing down it puts some pressure on steel pricing. 

Steel prices are very high here, probably among the highest in 
the world, but this is not unique to the United States. In my testi- 
mony, I have a chart going back 25 years, which shows steel prices. 
You will see from this pattern that this is the sharpest, fastest in- 
crease that we have seen in almost two generations. 

What I see happening is the seasonable factors for scrap, which 
typically peaks in the first quarter. Nine out of 10 years scrap has 
peaked in the first quarter because of the poor weather conditions 
and difficulty to accumulate scrap. We think scrap probably peaks 
within one to two months. 

If that in fact is correct, that will force the mini mills to roll back 
some of their surcharge. If that happens, you will see prices start 
coming down. We think if we have this Committee convene in six 
months, people will be talking about the sharp decline in steel 
prices. 

I would suggest that the free market be permitted to act. We 
think that sted prices are quite close to peaking and, if the market 
is permitted to act freely, should in fact force down prices. 

I would encourage a number of our friends here who are steel 
buyers to be very careful in inventory accumulation because if in 
fact I am right and we see prices down $50 to $100, they could end 
up with very large inventory losses. 

This is a very difficult period, tough on everybody, but I do not 
know that there is a government solution to this. I think the free 
market is probably the best mechanism to solve our problem. 

Those are pretty much the extent of my comments. 

Chairman Manzullo. I appreciate that. 

We are going to skip then to Bill Hickey, J r. He is the president 
of Lapham-H ickey Steel Corporation, which is a steel service center 
in Chicago. 

Mr. Hickey, we look forward to your testimony. Pull that mike 
real close to your mouth there. 

STATEMENT OF WILLIAM HICKEY, J R., LAPHAM-HICKEY 
STEEL CORPORATION 

Mr. Hickey. Mr. Chairman, I want to thank you and the other 
Members of the Committee for this invitation. 

Chairman Manzullo. You have to speak up louder than that. 

Mr. Hickey. Mr. Chairman? 

Chairman Manzullo. There you are. 

Mr. Hickey. Thank you. I want to thank you and the other Mem- 
bers of the Committee for the invitation to address the issue of the 
spike in metal prices and what it will do to small manufacturers 
across the country. 
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I am Bill Hickey. I am here representing the Metals Service Cen- 
ter Institute and the company that I am president of, Lapham- 
Hickey Steel Corporation. 

The MSCI is a trade association of steel and aluminum service 
centers. This group of 350 companies is the steel industry to most 
of the 300,000 sted consumers in the country. We, as an industry, 
are the companies that inventory, store, process and deliver metal 
to the industrial base in this country from Maine to southern Cali- 
fornia and all points in between. 

The company that I am president of was founded in 1926 in Chi- 
cago, Illinois, and currently has six locations where we store, proc- 
ess and deliver steel to a wide variety of industrial metal con- 
sumers. 

Mr. Chairman, as I make my comments on this topic today, I 
would suggest we change one word in the question posed to us in 
this topic. Instead of asking what the metal price spike will mean 
for small manufacturers, I would suggest that this historic spike in 
steel prices will affect all manufacturers in this country. 

Today, we are experiencing the swiftest, largest increase in steel 
prices that I have seen in my almost 30 years in this industry. The 
factors of this increase are many— scrap pricing, transportation 
costs, coke shortages, just to name a few. The other part of this 
equation is what is causing this corresponding product demand? 
The answer to that question is China. 

I keep wondering when someone in Washington, D.C. will con- 
nect the dots on our current economic problems in manufacturing. 
Since the mid 1990s when the People's Republic of China devalu^ 
their currency by almost 80 percent and then pegged that currency 
to the U.S. dollar, we have seen the most massive shift in manufac- 
turing in the history of the world from one country, the United 
States, to another country, the People's Republic of China. 

Look at the evidence and tell me if you oo not also see this issue. 
Since the People's Republic of China devalued their currency, the 
balance of trade with the United States has gone from about bal- 
anced to a deficit of $104 billion in 2002 and a staggering $125 bil- 
lion deficit in 2003. This massive deficit is part of the almost $500 
billion trade gap that we have as a nation. A chart reflecting this 
is attached as my Exhibit 1. 

China is not the only trading partner that is manipulating their 
currency for competitive advantage. J apan. South Korea and Tai- 
wan also use currency market intervention to maintain a predeter- 
mined value of their currency against the dollar to ensure their 
manufacturers, big and small, will be able to produce and sell 
goods in the United States. This effort is ongoing as we speak and 
enhanced by the dollar holdings of their countries, which is shown 
in Exhibit 2. 

The other factor feeding demand in Asia which has the effect of 
driving up prices in already overheated metal markets, is a bank- 
ing system that lends money to companies that will never repay 
the funds, but will not be closed for domestic political reasons, i.e., 
they do not want unemployment. 

It seems that as we reaffirmed last week with the February em- 
ployment report, it is okay to have 43 consecutive months of manu- 
facturing employment decline in the United States and the reduc- 
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tion of almost three million manufacturing jobs since] uly of 2000, 
but it is not acceptable to question how the existing trade policy 
of this country is either free or fair. 

My final point is about the near term effect of what has and is 
happening to raw material prices as a percentage of cost in finished 
goods prices. This explosion in steel and other metals prices should 
raise product prices of the goods produced out of these metals. I 
know that this steel cost increase will raise the cost to my cus- 
tomers of the products they make for their customers. 

This required cost increase in products to cover higher compo- 
nent cost I believe will not occur with most products coming to this 
country from Asia. The reason that these costs will not increase is 
these countries will continue to subsidize their exports to the 
United States. The results will be an acceleration of large and 
small manufacturing plants closing in the United States and relo- 
cating to low cost countries. 

In summary, let us connect the dots. Half of our trade deficit is 
with four countries that either pegged their currency or intervene 
in currency markets to ensure the exchange rates allow their man- 
ufacturing companies to ship products to the United States. This 
flood of manufactured goods displaces American produced goods, 
and our manufacturing companies close and three million manufac- 
turing jobs disappear in 43 months. 

I know the members of the Metals Service Center Institute are 
asking for enforcement of our existing trade laws to level the play- 
ing field for our manufacturers. When will the United States Gov- 
ernment act? 

Thank you. 

[Mr. Hickey's statement may be found in the appendix.] 

Chairman Manzullo. Thank you, Mr. Hickey. 

Our next witness is Emanuel Bodner, president of Bodner Metal 
& Iron Corporation of Houston. 

With regard to Mr. Hickey, Mr. Ross and Mr Atwell, I will leave 
it up to you whenever you have to leave to catch your airplanes. 
If you suddenly get up and disappear we will understand that, but 
hopefully we will have an opportunity to ask an array of questions. 

Manny, we look forward to your testimony. Do you want to pull 
the mike close to you? 

STATEMENT OF EMANUEL BODNER, BODNER METAL & IRON 

CORPORATION 

Mr. Bodner. Thank you. I appreciate the kind introduction, Mr. 
Chairman. 

Chairman Manzullo. A little bit closer. 

Mr. Bodner. I do not see a switch on the microphone. I appre- 
ciate the kind introduction. I am Emanuel Bodner, and I am presi- 
dent of Bodner Metal & Iron Corporation in Houston. We are a 
family owned business with 25 employees, and we have been in 
business since 1948. We supply both the domestic and export mar- 
kets. 

I am here this morning on behalf of I SRI, l-S-R-l, the Institute 
of Scrap Recycling I ndustries, the trade association of the recycling 
industry. I would like to generally explain what our industry does. 
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We receive scrap from both industrial and commercial and the gen- 
eral public. 

Material includes prompt industrial scrap, in addition to obsolete 
scrap, including the washers and dryers, the automotives, the auto- 
mobiles and the agricultural types of sources. We process that vari- 
ety of scrap that comes into our facilities into a specific grade. 
There are many grades, and these are specific grades that we sup- 
ply into our consumers, our customers, which are the mills and the 
foundries. 

I would like to make five points here this morning. The first 
point is that, number one, there is ample supply of scrap, and there 
is no shortage of scrap. Every mill, at least to my knowledge, is 
able to obtain sufficient tonnage in order to maintain their produc- 
tion requirements. In fact, we see some mills in some areas adding 
capacity, in my mind which would lead one to believe there is suffi- 
cient raw material. 

The second point I would like to say is that exports and prices 
of scrap are not unusually high. In fact, today's export levels have 
been duplicated only seven times when looked over the last 33 
years. Pricing expressed in 1998 dollars are not at historic highs. 

I want to say to you all on the subject of pricing I want us to 
bear in mind that mills, our customers, set the price. I respectfully 
submit that scrap is a good value at whatever the price because do 
not forget it is highly competitive. There are alternatives to scrap. 

Chairman Manzullo. Manny, take a sip of water. I will not take 
it out of your time. 

Mr. Bodner. Can I take a long sip? 

Chairman Manzullo. Go ahead. Take a little bit of rest here on 
your throat. 

Mr. Bodner. Thank you. 

Chairman Manzullo. You bet. Go ahead. 

Mr. Bodner. I would like to submit that scrap is a good value 
at whatever the price because, quite frankly, if it is not a good 
value because of the highly competitive nature of our commodity it 
will seek a value at which it is a good price, and that is the price 
it is traded. 

I would also like to submit that when we hear of scrap sur- 
charges as it is reported in the press that the scrap surcharge in- 
cludes the cost of scrap, but it also includes the cost of transpor- 
tation because of energy, as some mills are reporting, the addi- 
tional margin that is over cost in order to improve investor return. 

The third item I would like to say is that history is on our side. 
We heard it this morning. History will show that the pressure on 
prices will soon come to an end. 

Another sip of water, please. 

The fourth item. Extra controls on scrap have historically re- 
sulted, as in 1973 and 1974, in even their higher prices because 
when you artificially remove a commodity from the marketplace, 
the demand remains even or even increases. 

It is simple supply and demand. There is nothing complicated. 
Price is going to go up. I n other words, if you add controls on scrap 
to try to keep the price in check and level, it is not going to work. 
History has proven that time and time again. 
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Item 5. Free trade will regulate this market as it is doing so al- 
ready. The fact is in the month of March that we have seen the 
steam, the fuel in the drive for scrap to begin its reseeding, the 
price in the different areas of the country. Do not forget. In some 
areas in the north and the south they are different. It is not a con- 
stant price. It varies according to the region. While scrap is a glob- 
ally traded commodity, pricing is local and regional. 

I n the month of March we have seen a reduction in pricing. Some 
areas it has gone up. Some areas it has stayed the same. Some 
areas I understand it has even gone down. The correction is taking 
place. 

I very much appreciate this opportunity to participate in this dis- 
cussion. 

[Mr. Bodner's statement may be found in the appendix.] 

Chairman Manzullo. Thank you. When we get into the ques- 
tions and answers, I think Mr. Ross takes exception with you, but 
that will be after everyone testifies. 

I know you are itching to do that. We will give you an oppor- 
tunity to do that. 

Our next witness is Mr. Robert Stevens, CEO of Impact Forge, 
Inc., out of Columbus, Indiana, with Steel Consumers. Mr. Stevens, 
we look forward to your testimony. 

STATEMENT OF ROBERT STEVENS, IMPACT FORGE, INC. 

Mr. Stevens. Thank you, Mr. Chairman. Can you hear okay? 
Okay. 

I would like to thank you and the Members of the Committee for 
having me speak today. I am Bob Stevens, chairman and CEO of 
the Impact Forge Group. I started this business with my co-found- 
ers in the basement of my home 18 years ago, and with the help 
of an SBA loan, and I thank you for that belatedly, we grew the 
business by taking over three companies in financial difficulty, and 
with four companies we grew to 950 employees. 

Because of what has happened in the economy and internation- 
ally, we are down to 530. Today, my business is at risk, as is the 
business of many small and medium sized companies, because of 
the sharp increase in the price of steel and steel scrap. 

I would like to address for the Committee, number one, the prob- 
lem; number two, the causes; and, number three, the solution I 
have. 

As far as the problem, starting J anuary 1 of this year, our little 
company has been paying over $10,000 a day in steel scrap sur- 
charges, and it is estimated that effective on April 1 that is going 
to double to about $20,000 a day. That is absurd, ladies and gentle- 
men. 

As far as the causes, I have attached as the last page of my writ- 
ten testimony a one-page chart that shows what has happened. The 
export of steel scrap in the United States since 2000 has risen from 
6.3 million tons to almost 12 million tons last year. At the same 
time, the price has driven from under $100 to over $300 a ton, and 
we do not see any relief in sight on the high quality scrap that is 
being used. 

As far as why these prices are going up, we must take a look at 
those exports. We also take a look at the restrictions that other 
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governments are putting on their exported steel scrap. We have 
Russia that has had taxes on steel scrap for quite some time, and 
we have the Ukraine that started out with a tax, and now they 
have restricted all scrap exports. 

This week, Korea, the same Korea that bought 2.5 million tons 
of scrap from the United States last year, has put a restriction on 
their export of scrap, rebar, and I have also read steel bars, and 
they are also encouraging their steel mills not to export steel prod- 
ucts to other countries. 

Of course, we have China that has all sorts of restrictions, things 
they are doing with their currency, and also they are restricting 
their coke. There is no free trade here. There is no level playing 
field. These are actions by foreign governments to protect their do- 
mestic industries, and they hurt American companies like ours. 

A secondary cause of this is also very troubling, and that is the 
transfer of U.S. manufacturing jobs overseas. When an auto parts 
manufacturer moves abroad, that means that the prompt steel 
scrap that is generated from that factory moves, so our economy 
that lost 2.8 million jobs in the last three years, now we are losing 
the future scrap to provide the raw material that the steel mills I 
buy 120,000 tons of steel a year from. We are losing the future. 

Our economy has been hollowed out by dumped and subsidized 
imports and the transfer of companies overseas. We are now seeing 
the result in the permanent loss of jobs. In our case, one customer 
moved their entire factory from Indiana down to Mexico, and over- 
night we lost $12 million of business and over 100 jobs. 

The sharp price increase in scrap and the tight supply are harm- 
ing all manufacturers, buyers of steel and steel products, including 
construction, all these buildings that you see around, automotive 
and appliance forgings and many more, including foundries. These 
are not steel mills, but foundries that buy the raw scrap and make 
it into castings. They are being devastated by this also. 

We cannot afford to absorb the $10,000 to $20,000 per day in 
scrap surcharges. Therefore, we are in negotiations with our cus- 
tomers to either pay the scrap surcharges, or we will be forced to 
stop shipments, which are the same terms that have been man- 
dated to us by the steel mills. 

As far as a solution, I have been pushing and have helped form 
the Emergency Steel Scrap Coalition to address this crisis. Our co- 
alition consists of a diverse group of steel scrap consumers and 
steel users, including construction companies, parts makers, forg- 
ers, foundries and others. 

My message to Congress and the Administration today is that we 
need help, and we need it now. I hope that other companies will 
join us by signing up with scrapemergency.com, which is our 
website. 

We already have existing and tested U.S. law that provides a po- 
tential remedy, the temporary imposition of steel scrap export re- 
strictions, and the Commerce Department may impose such restric- 
tions if all the problems that we have addressed today are re- 
viewed. We believe that this is the fastest route. It can happen in 
less than four months. 
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Although there are many issues that are affecting the price of 
steel scrap, this is one that we can address quickly, and we ask for 
your support. Thank you. 

[Mr. Stevens' statement may be found in the appendix.] 

Chairman Manzullo. Thank you for your testimony. 

Our next witness is Bill Klinefelter. He is the assistant to the 
president, the legislative and political director, of the United Steel- 
workers of America. 

Mr. Klinefelter, we look forward to your testimony. 

STATEMENT OF WILLIAM J . KLINEFELTER, UNITED 
STEELWORKERS OF AMERICA 

Mr. Klinefelter. Good morning, Mr. Chairman, Members of the 
Committee. We really appreciate this opportunity to testify today. 

We as a union are deeply concerned about the health of small 
manufacturing in the United States. We are not just basic steel. 
We have 600,000 members in the United States and Canada, and 
many of them work in small manufacturing, so we are concerned 
about their well being as well. 

Look, the manufacturing sector in this country has taken a hit. 
We have lost three million manufacturing jobs. It depends on 
whose figures you use. We support all kinds of tax incentives for 
business. We support trying to ao something about the health care 
system in the United States to make our industry competitive. 

Look, we are here today to say look, when the Congress comes 
up with legitimate things to deal with the crisis in manufacturing 
in this country, the United Steelworkers of America will be stand- 
ing there right with you to try to get those things done because 
those jobs are ours. 

We think that this price increase is temporary, and it is due to 
a number of factors, including the rising import cost, the reduced 
inventories, reduced steel making capacity and the decline of the 
U.S. dollar. 

This affects both integrated and the mini mills. For integrated 
steelmakers, iron ore prices have jumped by almost 20 percent in 
2004. Coke has been in short supply, and natural gas costs have 
climbed as much as 70 percent in 2002. 

Scrap prices, as you have heard and will again today many 
times, are volatile. They go up and down. I mean, this is the way 
the market works. When you are dealing with the spot market, 
that is the kind of thing you are going to deal with. 

In addition, the decline in the U.S. dollar and the recovering 
global economy has made steel imports more expensive. For exam- 
ple, the domestic price of hot-rolled steel has increased by 13 per- 
cent since j anuary 2000, while the average import price has 
climbed by 19 percent over the same period. 

Look, the steel price environment has been affected by the loss 
of 12 to 15 million tons of American capacity. You know, I do not 
take any pleasure and the union does not take any pleasure coming 
here and telling you so, that this was going to happen. 

When we do not enforce the trade laws of this country, when this 
industry has been under assault for 30 years and when all of a 
sudden we have the collapse of the steel industry in the United 
States and everybody is pushing us, you know, we need consol i da- 
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tion, we need to reduce our capacity, well, you take out 12 to 15 
million tons, and this is what happens in the long run to prices. 

I think that one of the interesting things I came across today 
when I was preparing this testimony— Geneva Works, 2.6 million 
tons. Now, Geneva Works was built out in Utah during World War 
II for the government so that the J apanese could not bomb it, but 
it was in production for all that time until recently. It went bank- 
rupt and finally went down after lots of struggles, lots of sacrifices 
by the union, but Geneva Works went down. 

Geneva Works is going to serve a useful purpose. Geneva Works 
has been bought by the Chinese, by a Chinese steel company, and 
they are going to transfer that equipment and add it to their pro- 
ductive capacity in China. I mean, I think that at some point in 
time, you Know, we really in this country have to think about what 
we are doing. 

The manufacturing sector needs the attention of policymakers to 
regain its competitiveness and stem the loss of domestic jobs. At- 
tempts of small manufacturers by interfering to artificially lower 
steel prices, however well intentioned, would hurt the domestic 
steel industry, which has yet to return to profitability, and ulti- 
mately injure the very small manufacturers we all seek to help. 

Some have suggested that the U.S. trade laws be relaxed to in- 
crease steel imports and lower import prices. I cannot overempha- 
size how disastrous such an approach would be. Unfair trade has 
contributed directly to the destabilization of domestic steel prices. 
Unfair trade should not be rewarded. It is not the time to let the 
people who have been convicted get out of jail. 

This is a very volatile situation, and those trade orders have to 
stay in effect. We have to encourage the Administration now to do 
away, but to strengthen the trade laws of the United States as we 
go forward in the DOHA Round. 

This has been a bad period for the industry. They have lost $11 
billion. Forty-four steel companies have filed for bankruptcy protec- 
tion since 1997. 

Chairman Manzullo. How are you doing on time there. Bill? We 
are out of time. 

Mr. Klinefelter. Okay. I ncluding nine since 2003. 

Let me just say to you one last thing. I do not know what the 
future is going to be, but I heard the future last night on TV. 

There was this thing on ABC about this small entrepreneur in 
Massachusetts who had a software company. He said I do not want 
to send my jobs overseas. What did he do? Eighty thousand dollar 
programming jobs. He put an ad in the newspaper, and he said I 
will pay you $40,000. He had 100 people sign up. 

We are de-middle classing the United States, and we are doing 
it at a far more rapid pace than I ever even thought was possible. 

I do not know if that is what we want to be. We want to be the 
low income, low wage, low priced country? We are on that course. 

Chairman Manzullo. Thank you for your testimony. 

Our next witness is Barbara Hemme, whose son is celebrating 
his seventeenth birthday today. Where are you, Michael? Are you 
back there somewhere? Good to have you out here. 

Barbara was at a manufacturers breakfast in the district that I 
represent about three weeks ago and mentioned something about 
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the price of steel. I said well, you can do something about it, so we 
asked her to come. She is with the Youngberg I ndustries. 

Barbara, we look forward to your testimony. 

STATEMENT OF BARBARA HEMME, YOUNGBERG INDUSTRIES, 

INC. 

Ms. Hemme. Thank you, Mr. Chairman and Members of the 
House Committee, for letting us be here and giving us this oppor- 
tunity. We are most grateful. 

I am actually the corporate secretary and controller of Youngberg 
Industries, which is a family owned business that was started in 
1947. We are a job shop, and we specialize in vacuum furnaces and 
general fabrications. 

J ust a few short years ago, we were one of the largest employers 
in Belvidere, Illinois. Our company had over 90 employees, and we 
were enjoying a reasonable profit. Five years ago, that began to 
change. We witnessed profit erosions so severe that we laid off 
much of our work force. Part of that was caused by NAFTA, part 
of it because of the recession, where we saw a decrease in our sales 
and profits. 

Generally, as steel welders and fabricators, we are generally the 
first to see any economic upturns and downturns. Recent history 
has proved no different. In the third and fourth quarter of 2003, 
our sales did begin to increase. We felt the recession was over, and 
we could get back to a comfortable profit margin. 

When steel tariffs were removed, quotes for steel price increases 
and surcharges began coming in from the steel distributor. In- 
cluded in my written testimony are some graphs that directly af- 
fected Youngberg Industries. You can see in the written testimony 
on that first graph that prices were fairly flat in the months of Oc- 
tober, November, December, and then once the increases started 
they were changing weekly as we were getting information from 
our steel service centers. 

Not only were those increases happening to us weekly, but some- 
times day by day. It gets even worse at the beginning of a month. 
Steel prices? We cannot even predict what they will be. 

In addition to the price increases, our steel service centers are 
also holding us to tighter terms, so where before we could maybe 
float our cash for 45 to 60 days, maybe 15 to 30 days, and now all 
of a sudden I am even being asked to prepay for a load of steel. 
A load of steel, just so you know, can be anywhere between $20,000 
and $80,000. That is a large chunk of change for a small company 
like ours. 

In addition, our customers will pay us in about three months to 
four months, mainly because we buy steel at the beginning of our 
process. It takes 12 to 16 weeks to build a vacuum furnace, and 
then we have 60 to 90 day terms because our customers are hold- 
ing us on the other end. 

We are the ones who are feeling the pinch from both sides. That 
requires us obviously to go to the bank and get higher credit lines, 
so now we are paying more interest on top of everything else. 

In addition to the price increases, we are experiencing material 
shortages. Our purchasing department often has to call all over the 
country, and we will find one plate at this service center, one plate 
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at that service center, and we just cannot in a lot of cases even get 
the steel that we ne^. We cannot predict this because we are a 
job shop, and it is based on the order that we receive from our cus- 
tomer. 

In addition, we have been told that there is a limited supply of 
T-1 plate, as I put in my testimony. We are very grateful that this 
is going to I raq. However, it does create a steel shortage for us, and 
our second largest customer does in fact use the T-1 steel plate. 
That would be a major food company in the United States that I 
am sure that you would recognize the name of that particular cus- 
tomer. 

These shortages and price increases do not only affect Youngberg 
Industries. We have been receiving phone calls from companies all 
over Rockford and Belvidere when they found out I was giving tes- 
timony. Their concern is these are even smaller companies of 20 
employees and less, which is the majority of the companies in the 
Rockford and Belvidere area. 

These companies are afraid that they will be out of business next 
week. They do not have time for a lot of congressional hearings to 
take place. They need an answer now because they will be out of 
business tomorrow. That was a concern that they all asked me to 
share with you is please understand the urgency of this. 

I did look up some statistics. There are 533 businesses in the 
Belvidere/Rockford area that have less than 20 employees, and that 
is the kind of shops we are talking about losing. 

We do have a couple of suggestions. Because there is no simple 
solution to this matter, first, take some kind of action now, what- 
ever it is. Help us out. Over and above that, help ^ualize trade. 

Third, please stop looking at American jobs as being all college 
educated. Many, many, many Americans can only work with their 
hands, and these are the kind of people that hold these types of 
positions. We need your help, and we need it fast, or we will lose 
manufacturing in the United States permanently. 

Last of all, please take a look at things like health care and in- 
surance. Next to my payroll and my steel costs, my third highest 
cost is the cost of health insurance and workmen's compensation 
insurance caused by government regulations, so we ask please, we 
beseech you, help out the small businesses. 

We are one voice here. I am representing many, many small 
businesses in our particular area. 

[Ms. Hemme's statement may be found in the appendix.] 

Chairman Manzullo. Thank you, Barbara. 

Our next witness is also a constituent whose company, Revcor, 
is located in nearby Carpentersville, Illinois. Kyle Martinson. Kyle, 
we look forward to your testimony. 

STATEMENT OF KYLE MARTINSON, REVCOR, INC. 

Mr. Martinson. Thank you, Mr. Chairman. Distinguished Com- 
mittee Members of the U.S. Committee on Small Business, I would 
like to express my appreciation and what an honor it is to be before 
you today. 

My name is Kyle Martinson. I am Director of Purchasing for 
Revcor in Carpentersville. I am a lifetime certified purchasing 
manager by the Institute of Supply Management and also a re- 
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spondee to the business activity report that each of you are famil- 
iar with issued each month. 

My comments today concern our corporate headquarters and 
manufacturing in Carpentersville, Illinois, about 45 miles north- 
west of Chicago. In 26 years of experience in metal buying, I have 
bought both at the mill direct and the service center level. 

We currently buy at the service center level from these compa- 
nies. They slit master coils into smaller coils that we are able to 
utilize in our manufacturing. They inventory and provide J IT or 
just-in-time delivery, as well as provide metallurgical support and 
advice when requested. 

As to volume, in 2003, we purchased approximately 5,700 tons of 
slit coil stock, primarily galvanized, and approximately 800 tons of 
cold drawn bar stock. These total expenditures represented ap- 
proximately $5.7 million. 

Today's metal buyer is faced with market conditions not seen 
during my career. It might be useful to recap how we got here. Re- 
cent events date back to the current Administration's implementa- 
tion of what became known as the Section 201. 

Almost overnight, steel prices for slit and delivered stock rose 15 
percent for those buyers who could even find it. The industry felt 
these tariffs were necessary to allow the domestic industry to be- 
come well financially and to even the playing field against offshore 
competition. 

Fast forward to November of 2003 when the decision was made 
to lift these tariffs. No one expected pricing to drop. Demand was 
relatively high. The Great Lakes in our area were just closing, so 
offshore tonnage would be limited, and pricing gains the industry 
had gained we thought they would be able to retain. We did not 
think it would be Attention K-Mart Shoppers at all. The weakened 
dollar meant that foreign producers could sell elsewhere. 

We began putting our buy together for 2004 in October, and at 
that time we had anticipated a significant savings going into 2004. 
We had firm price agreements with our suppliers where we allowed 
some adjustment plus or minus a certain percentage based upon 
the producer price index that we reviewed in j uly and in December 
of each year. 

Less than two months later, these agreements were voided force 
majeure; a combination of coke shortages, energy costs, scrap metal 
shortages and the industry felt it was necessary to implement sur- 
charges. We were being instructed to sign these new surcharges be- 
fore steel was going to be shipped. 

We have pricing agreements with our customers who are telling 
us they cannot and will not pay higher prices than previously 
agreed on. We are in the process of trying to pass through these 
surcharges now. 

With regard to scrap surcharges, it is my understanding the steel 
industry has been declared national defense critical. How can we 
allow scrap to be exported to China for big bucks when the domes- 
tic industries tell us there is a shortage that drives these sur- 
charges? I am all for maximizing profit where possible, but gouging 
is an entirely different matter. 

Through industry downsizing, consolidation and bankruptcies, 
we have two players now controlling a major portion of domestic 
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steel production capacity. A few players in turn domestically pro- 
vide less opportunity for a competitive bidding process we steel 
buyers have known for so long. Are there not any antitrust issues 
at stake here? Two companies now control 50 percent or more of 
the domestic capacity. 

The situation has now become instead of buying offshore, com- 
pleted subassemblies, component items and the associated jobs are 
being done offshore. In your own district, the Rockford Register 
Star headlined 11,800 J obs Lost Since 1998 in a metropolitan com- 
munity of approximately 300,000 people. 

American industry can compete, but before we grant favored na- 
tion trade status to China should we not insist they allow their 
currency to float internationally with other currencies instead of 
being propped up and supported by their central government? Does 
this not amount to a subsidy on the part of the Chinese Govern- 
ment? 

The last comment I would like to make is the perceived arro- 
gance of the U.S. steel mills. As we sit here, contracts and supply 
agreements are being voided and handed back to customers. Major 
integrated mills feel it is necessary that since the electric mini 
mills have higher surcharges that they need higher transaction 
pricing, so even orders that they are late on will now be PIE, price 
in effect, at time of shipment will apply. 

Surcharges are one thing. Our customers may not like it, but 
they understand it. Transaction pricing is entirely different. These 
are negotiated between you and the supplier, increases here you 
are forced to absorb. 

Chairman Manzullo. Okay. We are forced to ask you to 

Mr. Martinson. To summarize, if I may? 

Chairman Manzullo. Ouickly? 

Mr. Martinson. Major concerns here are availability. Will we be 
able to get the metal we need for our production? 

Pricing. Can we afford the metal, and will we be able to pass 
along any of these force fed increases? 

I nformation. We have orders on steel that is due next month. We 
do not know how much we are going to pay for it. We have almost 
essentially issued a blank check. 

Lastly, there are rumors that a fuel surcharge is going to be im- 
plemented before long due to escalating fuel prices. This is just in- 
sult on job of injury. 

Thank you. 

[Mr. Martinson's statement may be found in the appendix.] 

Chairman Manzullo. Kyle, we thank you for your testimony. 

Our last witness is LesTrilla. Les has appeared before our Com- 
mittee I think on two occasions before. Is that correct? 

Mr. Trilla. Yes, sir. 

Chairman Manzullo. His father or grandfather was a cart- 
wright and started making wooden barrels 600 years ago, and you 
have continued that tradition as a shop in a suburb of Chicago. 

Les, we look forward to your testimony. 
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STATEMENT OF LESTER TRILLA, TRILLA STEEL DRUM 
CORPORATION 

Mr. Trilla. Thank you very much. Good morning, Mr. Chairman 
and Members of the Committee. Thank you for the opportunity to 
appear here before the Committee to discuss the impact of the steel 
pricing crisis on my company. 

My name is Lester T rilla. I am president and CEO of Trilla Steel 
Drum Corporation with locations in Chicago, Illinois, and Fenton, 
Missouri. Trilla is a manufacturer of steel drums used in filling 
and transportation of hazardous materials, food and many other 
products. As you earlier stated, Trilla is a family owned, family run 
business for more than three generations. 

I traveled to Washington today to tell you about the problems my 
company and my industry is facing in light of pricing and supply 
problems with steel. Over the past two months, the price of steel 
has skyrocketed beyond our belief. It is even worse in the situation 
we faced when steel tariffs were initially imposed almost exactly 
two years ago. 

We buy domestic steel at Trilla Steel Drum. Our supplier in- 
formed us within the last three weeks that they will not honor 
quoted prices, but will determine the price of an order by market 
price in effect at the time of shipment. Basically, they are rescind- 
ing all pricing agreements. 

When asked how they were going to determine the price at time 
of shipment, the company's representative told us that he was not 
sure because they did not yet have a system in place that they 
could do daily pricing changes. This is a seller's market like we 
have never seen. 

Our steel supplier also informed they were raising our price for 
the intermediate period of time. While we were paying $390 a ton 
in December and had plenty of supply, we are currently paying 
over $530 a ton today, and we have been told to expect the steel 
price— my statement says $680 a ton, but since I wrote this state- 
ment it has gone over $800 a ton in April. The most recent spot 
quotes I have received are for over $850 a ton today, almost three 
times what I was paying five months ago. 

These rapid, unexpected price increases are devastating to our 
business, which always runs on very tight margins, less than 17 
percent gross margins. Where cold-rolled steel is our primary raw 
material, steel makes up 45 to 60 percent of the cost of making a 
steel drum. When you include other components— rings, fittings- 
steel makes up 60 to 70 percent of our cost. 

All these costs are much higher than my European counterparts 
and Asian counterparts who are now taking business to these other 
shores in filling the drums, making and filling the drums in other 
parts of the world. 

The fact that our steel supplier will not honor a quoted price or 
let us know how much we will end up paying for a shipment adds 
tremendous uncertainty to our business; so much uncertainty, in 
fact, that if we had a choice I would have to look elsewhere for 
steel. We have quoted a price for our customers and must honor 
those prices to our customers. 

Our customers already balked at the significant higher prices 
that were necessitated by steel tariffs. We lost 30 percent of our 
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longstanding customers, which we had for over three generations, 
andf we imposed a 20 percent price increase to respond to the steel 
tariffs. 

We are certain that we will lose more customers when we have 
to raise prices again, but Trilla simply cannot absorb these huge 
increases. We have notified our customers that we must raise our 
prices for orders placed after March 15. This is unfortunate. We 
can only hope that our customers understand the squeeze that we 
are in and will not go to alternate suppliers or alternate containers. 

Furthermore, apart from the problem of increased steel costs, we 
are faced with unavailability of steel supply. Steel, as I stated ear- 
lier, is my chief raw material. We use 11 different sizes, and with- 
out a steady and reliable supply of these products I cannot produce 
steel drums without steel. A very simple fact. 

At the price we are being quoted, there should be more steel pro- 
duced, but this is not the case. Last month, our steel supplier cut 
the volume of steel that they would supply to us without consulting 
us. The volume they said they will now supply is not adequate for 
our needs, and we will have no place else to go for steel. As you 
heard earlier from other people, there is no steel on the market. 

We must maintain a two-week level of inventory for work in 
process, et cetera, but in February I ran out of most of my major 
materials, and five of the 11 sizes that I had were very short. We 
totally ran out of one size. This will force me to cut back on my 
production. 

At the same time, exports of raw material, raw material that I 
use to make steel drums, has gone up 40 percent, so we are export- 
ing steel rather than using it here in the United States. 

Faced with the bleak supply picture I just described, we con- 
tacted two other domestic steel mills in our area, but to no avail. 
Domestic steel producers seem to be either unable or unwilling to 
sell a new customer. 

We have contacted the foreign steel mills we used to do business 
with before the imposition of steel tariffs, but they will not even re- 
turn our calls. Their disappearance from the market is . 

Chairman Manzullo. Flow are you doing on time, Les? Can you 
sum up? 

Mr. Trilla. The last sentence. The steel tariffs have forced us to 
buy domestic steel. As we knew then, they could only supply 70 
percent of what we needed. We needed to import 30 percent of steel 
for the consumption of steel here in the United States. 

The rest is in my testimony. I thank you very much. 

[Mr. Trilla's statement may be found in the appendix.] 

Chairman Manzullo. Thank you very much. 

J ust when we thought we had figured in all the components of 
this crisis, someone throws in the frozen Great Lakes. It is amaz- 
ing. 

I want to turn to you, Mr. Ross, and perhaps have an inter- 
change there with Mr. Bodner. You took exception to a statement 
he made. Why do you not go ahead and share that with us? 

Mr. Ross. Well, I am not sure which statement you are referring 
to. 

Chairman Manzullo. I think it was that the price of material 
was determined when it hit the mills. 
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Mr. Ross. Yes. What I took exception to was his theory that peo- 
ple are loading great, big profit components onto it. That would not 
explain why the industry has been losing money, so he is wrong in 
that regard. 

Second, the reason that we do not have enough capacity to meet 
the demand is that so many steel companies have been forced out 
of business by the illegal foreign trade practices of before, so to now 
say that a shortage that was created in part by bad acts, illegal 
acts on the part of foreigners, and that they, therefore, should be 
rewarded now that the shortage they created has occurred I find 
amazingly illogical, so I disagree very much with that. 

I do sympathize with the problems of our consumers, and I think 
the real reason that they are feeling the pressure is that China 
subsidizes its steel consuming industries and its other industries. 
They constantly make loans that they know will not be repaid, 
loans that are just absorbing losses, and that is why the Chinese 
companies, whose steel mills are charging the same prices as we 
are, they are consuming industries and not passing it along be- 
cause they are being subsidized. That is what is really wrong. 

The global problem of steel prices is what it is, but it is wrong 
that China gets away with subsidizing the people who are manu- 
facturing and competing with Mr. Bodner and other people. That 
is illegal. Something should be done about it. 

I was appalled to learn the other day in the GAO report on our 
Customs Service in many product areas— for example, textiles— 
less than one one-hundredth of one percent of what comes into this 
country is even looked at by anybody from Customs, so how we can 
say we are going to enforce our trade laws and we do not even 
know what is coming in is really very horrible. 

I really do think the problem is China and others subsidizing the 
processing industries to the direct disadvantage of our companies, 
and if Mr. Bodner and his companies get put out of business we 
will have nobody to sell steel to, so we are very sympathetic to 
them. The evil is China. The evil is not the domestic mills. 

Chairman Manzullo. Mr. Bodner, did you want to respond to 
that? You do not have to, but I will give you the opportunity. 

Mr. Bodner. I appreciate it. I very much appreciate, first of all, 
the chance to be able to be sitting right next to him. I very much 
appreciate that. 

We can talk in absolutes. We can talk in generalities. There are 
always going to be exceptions, and we always can find that. I can 
only refer to what is reported in the press. 

There is an article in the Wall Street J ournal J anuary 23, 2004, 
where a steel industry executive is quot^ as saying: "We have put 
in surcharges on raw materials. At this point in time, with the ad- 
dition of those surcharges, the price we charge our customers is up 
more than the cost of our raw materials." It goes on to say: "We 
will enjoy the higher margins in 2004 than in 2003 across all prod- 
uct lines." 

Now, I want to be very clear that the scrap industry, with the 
scrap industry that we have, several customers, our customers are 
our suppliers of scrap, yet our customers are our consumers of 
scrap. I n turn, our customers will also be the manufacturers of the 
products that our consumers are producing. 
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Our industry throughout history, and anyone who knows me for 
any length of time, they know that we seek relationships. We seek 
the dialogues. It is not us versus them. It is us in a way that we 
can continue to work together and so on and so forth. 

Chairman Manzullo. Let me ask you. Go ahead, Mr. Ross, 
please. 

Mr. Ross. I would just like to ask Mr. Bodner one question. Are 
your profits up so far this year, sir? 

Chairman Manzullo. This is interesting. Go ahead, if you would 
like. 

Mr. Bodner. Our company is a private company, but I will 
share. I will have to say they are. Are your profits up? 

Mr. Ross. We, as we just reported, are not yet profitable. 

Mr. Bodner. I would like to keep it in perspective. Mr. Chair- 
man, if I could say this? 

Chairman Manzullo. Go ahead. Go ahead. 

Mr. Bodner. When I speak, you see, I do not know the history 
and how far you go back, sir. 

The history of our industry is that historically scrap prices are 
low. As I have said before, the history of our commodity is that it 
will trade at a good value because of the competition because if it 
does not trade at a good value . 

Chairman Manzullo. My five minutes have expired so I am 
going to live by the same rules as you do. 

Let me go to Ms. Velazquez because I want to leave plenty of 
time for the other Members of the Committee to ask questions. 

Ms. Velazquez. Thank you, Mr. Chairman. 

Mr. Ross, at the end of your statement you mentioned that you 
have urged the President to invoke the 7.5 per annum import 
growth capping China's WTO accession agreement. What response 
have you gotten from the Administration? 

Mr. Ross. Well, we are in discussions with them. We have not 
received any commitment from them to impose the 7.5 percent an- 
nual growth limits. 

Ms. Velazquez. What do you think at the end the Administra- 
tion is going to do? 

Mr. Ross. I wish I did. I am a businessman, not a politician. I 
would defer to your judgment on that, ma'am. 

Ms. Velazquez. Well, we are losing jobs, and this situation is 
part of failed economic and trade policies. 

Mr. Ross. Yes. 

Ms. Velazquez. I hope that the President got an opportunity 
now to show that there is not a disconnect between what is going 
on in your part of the world. 

Mr. Ross. Yes. I think there is a serious disconnect because it 
is industry after industry that is getting the illegal subsidy from 
China. 

It is hard enough to compete with $11 or $15 an hour labor 
against 89 cents, but when they also are having their companies— 
almost their whole textile industry loses money right now, and it 
is amazing that with 89 cent an hour labor they still lose money. 

The banks make them loans to subsidize the loss. Then they for- 
give the loan. That is really tough to compete against, and it is 
wrong. That is why I think we should impose the caps. 
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Seven and a half percent a year is wonderful growth. Our coun- 
try would be in heaven if we could grow seven and a half percent 
a year. 

Ms. Velazquez. Mr. Ross, in your testimony you also mentioned 
that ISG has generally continued to price its product below your 
major competitors. 

Mr. Ross. That is correct, ma'am. 

Ms. Velazquez. Can you provide this Committee with an over- 
view of how I SG is able to achieve lower prices? 

Mr. Ross. Yes. The companies we have acquired thus far, namely 
Bethlehem, LTV and Acme, all had been bankrupt companies in 
part because of huge burdens for . 

Chairman Manzullo. Could you pull the mike a little bit closer? 

Mr. Ross. I am sorry. In part because of huge burdens for un- 
funded pension liability, which they turned over to PBGC before we 
came on the scene. Second, they were burdened by vast sums for 
retiree health benefits, which they also canceled before we came on. 

Collectively, those liabilities that were shucked off in the bank- 
ruptcy are $10 billion, so we do not have to earn that $10 billion. 
We can pass it on in lower prices, plus we made a new agreement 
with the steelworkers, which now is gradually becoming hopefully 
an industry standard, that lets the companies operate much more 
efficiently, so we are now using about one person hour to make a 
ton of steel, whereas the old companies have been using about two 
and a half people hours to make a ton. 

Ms. Velazquez. Thank you, Mr. Ross. 

Mr. Klinefelter, the Section 201 tariffs that were put in place to 
protect steel producers and allow them to get back on their feet, 
to what degree has the steel industry returned to profitability? 

Mr. Klinefelter. Well, I think that in terms of profitability I do 
not think that we are there yet, but I think that look, I have heard 
this conflict here this morning about consolidation and concentra- 
tion in the hands of just a few companies. 

Well, I mean, U.S. Steel and ISG are only one-third of the U.S. 
steel industry out of 120 million tons, but the fact of the matter 
is this is the President's program. When the industry went to the 
President and said and the union said we want you to do some- 
thing about the basic steel industry in this country, the President, 
his Secretary of Commerce and Secretary of Treasury said to us, 
yes, we will consider it if you consider consolidation. They strove 
for consolidation of the basic steel industry in the Unitecf States, 
and now they are getting it. 

We are aware of the fact that there are companies where consoli- 
dation is not complete. There are other companies, I believe, which 
will be part of it. I think it is a necessary thing for the industry. 

It was a necessary thing for the steelworkers, but let us not for- 
get that hundreds of thousands of people have had their pensions 
reduced because of this situation and hundreds of thousands of re- 
tirees who can ill afford it. People between the ages of 55 and 65 
and people over 65 have lost their supplemental health care be- 
cause of what has happened here. 

Look, you know, we are talking about prescription drugs. You 
know, look. Health care in this country is on the back of the pri- 
vate sector. We are talking about drugs. 
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Ms. Velazquez. Thank you. Thank you. 

Ms. Hemme? 

Ms. Hemme. Yes? 

Ms. Velazquez. Thank you very much for your testimony. I 
heard you loud and clear. We need to act, and we need to do it 
now. 

One of the issues that you raise is the lack of health care. This 
is a major issue for a small business to be able to retain workers. 
We passed an association health plan last year. I would encourage 
your industry to reach out to the Republican leadership because 
they are in control. 

We passed this legislation. We voted this legislation out from the 
House, and all we need is the leadership from the White House to 
get this legislation acted upon on the Senate side. 

Chairman Manzullq. Thank you. 

Congressman Chocola? 

Mr. Chqcqla. Thank you, Mr. Chairman. I would like to thank 
you all for joining us today. 

Mr. Ross, I US& to be a businessman. I am now a politician, but 
I have not been here long enough to totally have forgotten what 
business was like. 

I was in the manufacturing business. We bought about 80,000 to 
100,000 tons of galvanized steel a year. I just talked to the folks 
there at that company the other day. They are seeing 65 percent 
increases in their steel costs between j anuary 1 and March 31. Na- 
tional Steel used to be headquartered in my district, so I have I 
guess some real life experience with this issue. 

Maybe, Mr. Atwell, you could help on this as well. What capacity 
is the worldwide steel industry operating at right now? 

Mr. Atwell. Almost 100 percent. It is a billion ton industry, 900 
million to a billion tons. Maybe there are five to 10 million tons in 
Europe. 

I was marketing, and one of my clients said well, where is the 
excess capacity? We cannot find it. What you are seeing is really 
unprecedented. 

If I could just add, there is a lot of pain here, which nobody is 
happy about, but I think what you are seeing is probably the max- 
imum amount of pain. I have a chart in my testimony that shows 
prices almost vertical. In the time I have been in the industry, it 
has never happened before. 

The process that people are dealing with now is short-term ori- 
ented. If they can figure out how to deal with this, prices would 
never go up for that long and never stay high very long, as you 
would probably remember, so I think we have to deal with this pe- 
riod, but essentially the industry is running flat out. 

Mr. Chqcqla. One other thing, Mr. Ross. You said you need 
about $40 a ton of EBITDA to cover. Since you do not have to bear 
the burden of some of these legacy costs, does that $40 cover your 
future liabilities with your future pension requirements? 

Mr. Ross. Yes. We do have a defined contribution pension plan, 
and in fact we put in a VEBT, voluntary employee benefit trust. 
Even though we had no legal responsibility to the retirees, we felt 
a moral responsibility, so as our profitability gets over $30 some 
odd dollars a ton we begin sharing incremental profit with the 
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VEBT to try to provide through the USWA some benefit, some 
recoupment of benefits to these old folks who have been unfortu- 
nately disadvantaged. 

Mr. Chocola. Is that the primary reason you stated that you 
think you are the low cost producer in the industry? 

Mr. Ross. Those reasons plus having bought the assets out of 
bankruptcy, we have less capital involved and, therefore, less bor- 
rowing expense. Those are the basic reasons. 

Mr. Chocola. Mr. Atwell, you are an equity analyst? Is that 
right? 

Mr. Atwell. Right. 

Mr. Chocola. What is your recommendation on steel industry 
stocks right now? 

Mr. Ross. Thank God you did not ask me that, Mr. Congress- 
man. 

Mr. Atwell. Good question. We actually are recommending U.S. 
Steel. The reason is I am a pure capitalist I guess bottom line. 

Chairman Manzullo. Can I throw a disclaimer in here at this 
point so the SEC does not come after the Chairman or what? 

Mr. Atwell. Yes. I do not own any U.S. Steel, but actually I 
should say we have done business with them. We actually were 
just involved in an equity offering, so we probably have and will 
continue to try to get business from U.S. Steel. 

I would recommend U.S. Steel because they have a very strong 
position in natural resources, they are in balance in iron ore, and 
they are long in coke. Everybody else is a net buyer of iron ore and 
th^ are a net buyer of coke, so U.S. Steel is selling coke, and the 
rest of the industry is buying. 

U.S. Steel has a very strong position in Central Europe where 
they bought assets at 10 cents on the dollar, much like Mr. Ross 
did here in the United States. They are not buying much scrap. 
Unlike the mini mills, which have to pass on higher costs, th^ 
pass on higher prices, but do not have to pass on higher costs. 

The industry is a tough industry. Forty-five percent of the indus- 
try has gone bankrupt in the last five years. To add a point, this 
is not an industry that has historically gouged people. It has been 
failing. They are finally trying to earn a profit here. It is a very 
troubled industry, and they finally have a chance to make some 
profit. 

Basically it is a troubled industry. We think that is the most at- 
tractive of the names. I do not cover ISG, so I do not have an opin- 
ion on M r. Ross' firm. 

Mr. Ross. Thank you. 

Mr. Chocola. I am almost out of time, so just real quickly. Mr. 
Stevens, welcome from a fellow Hoosier. 

Your recommendation for a solution is to impose restrictions on 
export of scrap steel. Is that correct? 

Mr. Stevens. Yes. 

Mr. Chocola. I was not sure if I understood the steelworkers' 
position. Do you share that opinion or not? 

Mr. Klinefelter. No, we do not at this time. We think that it 
is too early to do that. We think that this is a volatile thing. We 
think the price will come down. 
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Mr. Stevens. Everybcxdy talks about historical numbers, but I 
am worried about today and tomorrow. I do not care what hap- 
pened 20 years ago or 30 years ago, what the historical average is. 

I am talking about our workers today. I am talking about the scrap 
surcharges that we are paying now. 

The steel bar business that I am in is related, but a little bit dif- 
ferent than the steel sheet that most of the people here at this 
table are talking about. The bars that we take and we forge into 
high strength parts for vehicles, the wheels, the hubs that hold 
your wheels on, the transmissions, the suspension parts, truck- 
trailer parts, high strength applications, need good quality scrap. 

Although the high price of scrap is bringing more scrap out of the 
closets, so to speak, we have to talk about the quality of the scrap. 
You cannot take 1958 Oldsmobiles with big, chrome bumpers and 
put them into the mixes and come out with the quality steel that 
you need for precision steel bars and sheets today. 

One of the things that is happening that has not been mentioned 
is the prime, prime steel scrap that, for instance, the three big auto 
manufacturers— GM, Ford and Chrysler— are producing, they are 
making deals with the steel mills directly, and they are keeping it 
out of the market, so we do not even have that prime area. 

If we do not do something about the export of steel scrap, we all 
agree that China is out of control. That is a whole separate topic, 
but unless there is something to . 

Chairman Manzullo. I do not think that is a separate topic be- 
cause you are out of time. 

Mr. Stevens. Okay. 

Chairman Manzullo. Congresswoman Bordallo? 

Ms. Bordallo. Thank you very much, Mr. Chairman and our 
Ranking Member. 

I have two questions for Mr. Atwell of Morgan Stanley. I apolo- 
gize for coming in late. I did not hear your testimony, so you may 
have covered it, but I will ask it again. 

Do you see the recent sharp increase in steel prices as a short- 
term bubble or problem? If so, would current world market condi- 
tions favor steel manufacturers in the United States in the effort 
to meet growing demands? 

Mr. Atwell. We are short on steel. We are a net importer of 
steel. We export about eight million tons, and we import about 23 
million tons, so we have not been self-sufficient in steel for quite 
some number of years. 

I look at what is happening now as temporary. There are three 
drivers— the weak dollar, very sharp growth in China and under- 
spending in infrastructure. Once again I get back to the history. 
This has not been a very profitable industry. There has been a lack 
of capital spending, so ^uipment has not been maintained. 

What we are seeing is a great deal of stress on the business pri- 
marily emanating from China. China is growing like a weed, and 
they are putting a lot of stress on the global system. That is going 
to continue. You have seen metal prices across the board go up. 
Copper has almost doubled. Nickel has almost doubled. Aluminum 
is up sharply. Cobalt is up fourfold. 
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I view this as somewhat of a short-term problem. You have seen 
an exacerbation of the situation by virtue of underspending. People 
just have not been prepared for this. I do look at it as a bubble. 

Ms. Bordallo. I n the short term. 

Mr. Atwell. History would tell you that prices are going to peak 
within a couple of months. They are either going up, or they are 
going down. Thw are never stable. 

I think that if we leave the market alone it will solve this prob- 
lem. Unfortunately, jobs are probably moving offshore because 
labor is cheaper elsewhere. 

Ms. Bordallo. I have another question that deals with the long- 
term effect of rising steel prices on manufacturing companies that 
require heavy steel input, especially in states like Michigan and Il- 
linois. 

Will the rising cost of steel put them out of business, or will steel 
inflation in other manufacturing countries with less resources give 
our manufacturers any kind of an advantage? 

Mr. Atwell. You have probably seen the statistic. The cost of 
health care for an automobile is higher than the amount of steel 
in the automobile. The manufacturing consumers we have talked 
to here, they probably have a high percentage of their cost for steel, 
but in most products it is a very low percentage. 

Unfortunately, we will probably see the businesses move off- 
shore, but in most products, unlike the people who have testified 
here, it is a rather small percentage of your total cost. I would say 
that we probably will lose jobs, but it is generally not a big percent- 
age of the cost. 

The one thing that is happening in China, if you look at what 
is happening there, their labor cost is very low, their capital cost 
is low, and they can build capacity very quickly. I n our country, six 
percent of our costs are commodities. Two-thirds of our costs are 
labor. 

I n China, basically they can afford to pay a lot more for raw ma- 
terials because their labor is so much cheaper and their capital is 
so much cheaper, so the business model would tell you it is very 
tough to compete in the United States when you are a manufac- 
turer. It is unfortunate. It is just a law of economics. 

Ms. Bordallo. Thank you. 

Thank you, Mr. Chairman. 

Chairman Manzullo. Thank you. 

Congressman Shuster? 

Mr. Shuster. Thank you, Mr. Chairman, and I thank all of you 
for being here today. 

I believe I have read that part of the problem is there is a short- 
age of coke in the world. Is that accurate? Can you talk a little bit 
about, somebody that may know a bit about it, why is there a 
shortage of coke? Is it because of capacity, or is it raw materials? 
What is the situation caused by? 

Mr. Atwell. As you may know, coke is a product that is made 
out of coal. You buy metallurgical coal, and you roast it, and you 
drive off the volatiles, and you end up with something called coke 
that goes into making steel. 

The steel industry has been very unprofitable. If we take Na- 
tional Steel, they usually would have to spend their depreciation to 
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stay in business. They spent 10 percent of it. Depreciation was 
$200 million. They were spending $20 million a year. 

The industry had such a small profit level they could not afford 
to maintain their equipment. Coke is very dirty. 

Mr. Shuster. For coke? 

Mr. Atwell. For coke, yes. I mean in general, but coke in par- 
ticular. 

Mr. Shuster. Right. 

Mr. Atwell. It costs around $300 million to build a coke oven 
battery. People just frankly could not afford it. 

China basically was dumping coke on the world market. They 
were the supplier of last resort. They dumped coke on the world 
market for $55. We paid $110 here. They ruined the business. No 
one could afford to compete with them. 

Suddenly supply and demand got tight. The price is now some- 
where between $200 and $400. In China, you cannot get coke to 
save your life. We have not spent the money to build our coke 
ovens because the industry was very unprofitable. Flalf the indus- 
try has gone bankrupt in the last five years. 

What you have is an industry that was under stress suddenly is 
faced with a very tight market. That is really what is backing up 
a lot of this whole conversation is the tightness of coal. We are not 
sure there is going to be enough metallurgical coal to fuel the coke 
ovens once you have built them. 

Probably within two or three years there will be enough coke ca- 
pacity, but we are not sure there is going to be enough coal to fire 
those up. 

Mr. Shuster. So right now it is capacity, but very well in the 
future it could be raw material? 

Mr. Atwell. It is capacity constrained, but then you are going 
to need the raw materials. 

Mr. Shuster. You said how much was it to build a coke facility? 

Mr. Atwell. It is about $300 million to build a million ton bat- 
tery. 

Mr. Shuster. Flow much of that cost is driven by environmental 
regulation? Is that a tremendous problem there? 

Mr. Atwell. I am an ^uity analyst. I am guessing 20 percent. 

Mr. Shuster. Is it similar to the refinery problems in this coun- 
try, oil refineries? They have not built any because it is just too 
much burden to build them? 

Yes, sir? 

Mr. Klinefelter. Yes. The coke ovens are subject to Section 112 
of the Clean Air Act, which is the hazardous pollution section of 
the Act. Those standards are very restrictive in terms of public 
health, so I think it has been very difficult to meet those standards. 

I think the industry has probably done a very good job of getting 
as close as they possibly can, but they do add a considerable cost, 
the coke oven batteries. 

I think the other thing is that unfortunately many of our places 
where steel used to exist in Pittsburgh are really clean, and people 
in those communities say we do not want it. I mean, that is a fact. 

Mr. Shuster. Right. 

Mr. Atwell. Yes. The majority of your pollution problem in steel 
resides in the coke ovens. They are very dirty. The air is awful. If 
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there is one thing you want to draw the line on it is coke ovens, 
so it is very, very difficult to get approval. 

If you are probably only rebuilding old batteries, it is very tough 
to get approval. We will probably never see another oil refinery 
built in this country, and coke ovens are extremely difficult to 
build. 

Mr. Shuster. As far as the situation with the escalating price of 
steel in this country, can you sort of divide it up into why it is 
under three sort of topics? The consolidation, that is part of it I 
know, but the world economy going up and this coke shortage. 

Would you be able to put a percentage of what is causing the big- 
gest problem? Are all three equal? 

Mr. Atwell. Well, I would say the consolidation really has not 
contributed very much, to be honest with you because imports are 
down 30 percent, and exports are up 40 percent. Consolidation is 
healthy for the industry because it is going to hopefully save some 
of the capacity so I do not think that has really contributed. 

Really it all boils down to China. Eighty percent of what I do is 
try to figure out what is going on in China. What you have seen, 
just to give you some numbers, is in 1997 China produced 100 mil- 
lion tons of steel. They are now at about 240 million tons of steel. 
We think they will be 270 million by the end of this year, 300 mil- 
lion by the end of next year, and 400 million by the end of five 
years down the road, so they will have quadrupled their capacity. 

The world does not have the resource to deal with that. It is not 
a very profitable business. Capital has not been committed to it, so 
the world is suddenly suffering because of demand. We would not 
even have this conversation if it were not for China. China is pull- 
ing in raw materials in every single sector. They are pulling in 
every type of scrap, and it has caused prices to go up across the 
board. It really revolves around China. 

Mr. Klinefelter. Could I just add to that. Congressman? 

I think it is the tip of the iceberg. Right now if you look at China, 
53 percent of the steel is going into construction. Fifty-three or 54 
percent is going into construction. It has not even touched the auto- 
mobile market, which is five percent right now of Chinese steel. 

We know by statistics that by the year 2006 they are going to 
be the fourth largest producer of automobiles in the world. Look, 
if you have 1.2 billion people, you know, you have low income, but 
you could end up with a middle class of 400 million people. Four 
hundred million people. That is a lot of cars and a lot of steel. 

Chairman Manzullo. Congresswoman Napolitano? 

Mr. Shuster. Thank you. 

Mrs. Napolitano. Thank you, Mr. Chair. Let me get up closer. 

I am kind of short. 

In listening to the testimony of all of you, I am struck by a cou- 
ple of things. First of all, we have known for a few decades that 
the steel industry, the small manufacturing, had been hurting. Am 
I correct? I think most of you in small business understand where 
that has been. 

Flave you taken any steps to inform and educate your Congress 
people about what is happening in your backyard? What has been 
the response? Anybody? 
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Mr. Hickey. Congresswoman, my representative is Bill Lipinski 
in Chicago. Congressman Lipinski has been wonderful in our dis- 
cussions on these issues. We have talked at length about the prob- 
lems of unfair trade, dumped products, loss of manufacturing. 

You know, he certainly has tried very hard to work with all Ad- 
ministrations, the last Administration and the current Administra- 
tion, to address some of these issues. All we keep asking for is let 
us enforce the trade laws. We do not get anybody here in any Ad- 
ministration that wants to talk about this. 

Mrs. Napolitano. Why do you think that is? Anybody? 

Mr. Hickey. Bring the former Secretary of the Treasury Reuben 
back and ask him. 

Mrs. Napolitano. No. I am . 

Mr. Hickey. I do not know why. We cannot get an answer. We 
cannot get an answer. 

We ask them why they want to export the middle class, why they 
want to export manufacturing jobs from the United States. We can- 
not get an answer from the past Administration or the existing Ad- 
ministration. 

Mr. Klinefelter. Congresswoman, we have set ourselves on a 
low cost trajectory in this country. Zelwig, the Trade Ambassador, 
his favorite company is Wal-Mart. Let us just keep the prices 
down, keep the prices down, keep the prices down and trade away 
the good paying jobs because that is the way we should go. 

You know, it is the whole idea of the way the global trade situa- 
tion is set up now, and it is not to our advantage in terms of jobs. 

I do not know. The only ones who are going to turn that around 
is if the society takes a different tact. 

I mean, these are policies. I mean, these are not laws of nature. 
These are things that can be changed. It takes the Congress of the 
United States and the Administration to do that, but it can be 
done. 

Mr. Stevens. Congresswoman, I have met with Senator Lugar, 
Senator Bayh and Congressman Mike Pence in our district. First 
of all, they nave generally not been informed about the serious na- 
ture until I started meeting with them and bringing this informa- 
tion to them. 

We are getting support slowly, but surely. We do hear a lot of 
comments about well, we believe in free trade and fair trade, and 
I think most people in this room would believe in the principles of 
free trade and fair trade, but I also think that most people in this 
room, that if you take a look at the reality, anybody that thinks 
we have free trade and fair trade in the international market also 
has to bel ieve i n the tooth fai ry. 

I mean, it is ridiculous what is out there, and as Americans we 
need to stand up and say enough is enough. 

Mrs. Napolitano. Why do you think then that the Administra- 
tion does not want to enforce the lack of engagement into this de- 
bate, to go to the WTO and ask for the enforcement of China fol- 
lowing the rules like we tried to? What is it? What is keeping us 
from doing that? 

Certainly in the vote, when we took the vote to give them most 
favored nation status, that did not play into the debate. Why was 
it not brought up and said look, it is hurting you? 
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I get a little concerned because, number one, I found out from my 
businesses in my area a couple years ago, and we started a tasK 
force to find out where we were going with this. I brought it to the 
Chairman, and we have been bringing in the testimony. 

Until you speak up and join forces, this Administration is not 
going to do anything. We are losing the jobs. We are exporting our 
economy, and yet we are sitting here still saying where are you? 
Why are you not moving on this. Administration? 

Ms. Hemme. May I speak. Congresswoman? 

Mrs. Napolitano. Yes, ma'am. 

Ms. Hemme. First of all, Mr. Manzullo is our representative, so 
he has . 

Mrs. Napolitano. He does a fabulous job. 

Ms. Hemme. He is absolutely wonderful. He spent a lot of time 
at this breakfast meeting that he discussed talking to the small 
business manufacturers in the Belvidere/ Rockford area. He has 
been addressing their needs the best that he can. 

One thing that I have found is that people do not have the funds 
to necessarily help their Congress people or to talk to them. They 
do not feel comfortable. They are just small business owners just 
trying to make a nickel. That causes them not to group together 
and band to go after this. 

I will tell you that my phone rang off the hook from the time— 
we have only known about this for three weeks, and I have been 
nonstop for three weeks on the phone with small, very small busi- 
nesses. They are all concerned. They just do not know how to bring 
it. 

They do not know the process, and they do not understand it. All 
they know is they want to provide jobs for the people that work for 
them. They are very ethically based and morally based, and they 
just want to provide a good living. Not even a great one. These are 
working class people here, not even necessarily middle class. 

Mrs. Napolitano. Thank you. 

Mr. Chair, I request permission to enter into the record a letter 
that is being formulated by my small business manufacturers to 
enter into the record because apparently they were supposed to get 
it to you. I do not know if you have received it. 

Chairman Manzullo. Without objection, of course. 

Mrs. Napolitano. Thank you. Thank you. 

Chairman Manzullo. I have a couple questions here. Mr. Atwell, 
first of all with regard to scrap metal, does the United States have 
a trade surplus in that? 

Mr. Atwell. Yes. We are a net exporter of scrap. I think we ex- 
port maybe about 20 percent of our scrap, something like that. I 
think we are about a 60 million ton nation, and we export 12 mil- 
lion tons right now. It does go up and down. 

Chairman Manzullo. How much did we import? 

Mr. Atwell. Virtually very little. 

Chairman Manzullo. Okay. Emanuel, you made a statement 
that no one seized upon, although there was an interesting dis- 
course. You know, what a great moment in time to have this dis- 
course taking place. 

You said there is no shortage of scrap in the United States. 
Someone mentioned a 1958 Buick, and that was the machine that 
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had the diamond teeth. Do you remember? Somebody called in the 
chromemobile. Did you mention that? Was that Bob? 

Emanuel, talk to us about that. A lot of people said there is a 
shortage of scrap. There is no shortage of scrap? Obviously there 
is a shortage of scrap. You say there is no shortage of scrap. Talk 
to us about it. 

Mr. Bodner. There are conflicting reports obviously. We heard 
them this morning. There is no shortage of scrap, sir. 

This is just me speaking and our industry as well. It is not just 
me. It is the industry. We are concerned about manufacturing in 
the United States. The manufacturing sector is most important for 
the creation of jobs, the creation of the products, the creation of the 
wealth of our country. There is no question about that. 

With the decrease in manufacturing in the United States, there 
is a grade of scrap which is produced from manufacturing. It is log- 
ical, therefore, that with certain grades of scrap, because the manu- 
facturing base has decreased, there is a decrease in that grade of 
material. That is on the one hand. 

On the other hand, though, the industry is resilient, and it pro- 
duces a scrap. It will seek the available resources and produce a 
scrap and produce a scrap of quality, of consistency and of dura- 
bility that will continue to meet the demands of the steelmaker. 

You have heard experts on the steel side. I am going to speak 
from the scrap side. If I am wrong, I know I will be corrected. You 
make some steel just like you make a cake. You have some egg, 
you have some flour, you have a little salt, you have some pepper, 
and if you like chocolate chips you might put chocolate chips. 

The same thing when you are making some steel. You add dif- 
ferent varieties of scrap, different industrial specifications of scrap. 
You also add coke. If you are making some specialty grades, you 
add some specialty material. 

This is history. This is nothing new. I go back again with my 
original testimony. As far as I know, as far as we are aware, there 
is no mill, there is no consumer in the United States, that has gone 
without scrap that needs scrap. 

Chairman Manzullo. Okay. Let me hold you right there. Does 
anybody disagree with that statement? 

Mr. Stevens, is it your industry that represents the mini mills? 

Mr. Stevens. No. We represent consumers that buy from the 
mini mills. 

Chairman Manzullo. Okay. 

Mr. Stevens. I cannot speak for the mini mills other than to say 
that I know that the scrap situation is very tight, and this tight 
situation is what, together with the exports, is driving up the 
prices. 

Chairman Manzullo. The mini prices are saying there is a 
shortage of scrap? 

Mr. Stevens. There is a tight supply. 

Chairman Manzullo. Mr. Atwell, is that correct? 

Mr. Atwell. I have never heard them say there is a shortage. 
It is very tight, and it is a market that clears so what has hap- 
pened is scrap is being pulled offshore. There is a shortage of coke 
and iron ore, and so scrap has been pulled offshore. 
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Freight rates are up sevenfold. If you are making steel in Eu- 
rope, you need two and a half tons of raw material to make a ton 
of steel. If you bring in scrap, you need 1.1 tons of scrap to make 
a ton of steel. Freight rates have gone up from $5 to $25, so a lot 
of this relates to the freight shortage. 

We are seeing the dry bulk freight is backed up loading iron ore 
in Australia and unloading it in China. Fifteen percent of the 
freight is tied up in the world in ports because of congestion, so 
that has raised the freight rates sevenfold. 

This whole thing backs up and is very circular, so I would not 
say there is a shortage. I would say it is extremely tight, and the 
person willing to pay the most gets the scrap. 

Chairman Manzullo. I have another question, but, Mrs. Velaz- 
quez, did you want to have some more questions? I do not want to 
take your time. 

Ms. Velazquez. No, Mr. Chairman. 

Chairman Manzullo. Mr. Shuster, did you have any more ques- 
tions you wanted to ask? 

Mr. Shuster. No. 

Chairman Manzullo. I want to ask Les a question. Les, before 
the tariffs went into effect, you used to buy a substantial amount 
of specialty steel for your barrels from South Korea because you 
had a problem with the American mills were not using the special 
treatment to make these barrels as I guess nonpermeable as pos- 
sible. 

What has happened with that supply? 

Mr. Trilla. We bought from Korea due to cleanliness issues, and 
we were able to lower our cost for high grade drums going into food 
products and hazardous products. 

We use the specialty steel, as you recall, to produce a higher 
grade, higher quality drum for better coatings, et cetera, et cetera. 
We always were a domestic buyer, but we had to go offshore for 
quality of cleanliness. 

Chairman Manzullo. And you paid more for that, did you not? 

Mr. Trilla. I paid more for the steel, right. They will not come 
back. 

You know, contrary to what we are hearing from the panel here, 

I am requesting that the government relax all the quotas and all 
the restrictions in this shortage period of time. You know, we allow 
Korea, we allow these other countries that may have been criminal, 
as they were called earlier, to come back into our marketplace be- 
cause in the world market, the world market for my product, and 
I just returned this weekend from an international meeting in 
Spain. Tough duty, but I just returned. 

We compared pricing as we do in our raw materials, et cetera, 
and the product that goes into our product costs right around $400 
to $450 a ton in Europe and the Far East, and now in the United 
States it is going to be over $800 a ton. I would like to know the 
answer to that. Why do we have to pay $800 a ton if we have con- 
solidation, we have government intervention, and I do not want to 
pick on Mr. Wilbur who is gone, but it is government subsidized. 

If his industry does not have the hospitalization or the pension 
liabilities that my company has and every other company has, that 
is government intervention just like China. 
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We do not have the luxury of small businesses that have that. 
Bankruptcy worked in his industry. Thank you. He paid less for his 
company. The steel industry now has lower costs because of all this 
government subsidy. 

What about us? Let us open it up to the world market. Let us 
get the world market cooking again. We could take action against 
China, but let the doors open up. 

Chairman Manzullo. Mr. Klinefelter, you had a response? 

Mr. Klinefelter. Yes. In terms of this government subsidy for 
the retirees' health care and pensions, PBGC is a government cor- 
poration that the companies pay fees to in order to provide the ben- 
efits, as you know, for these pension plans when they go bankrupt, 
so it is not the government that is proving these benefits. It is 
what is collected from the corporations who are members of the 
PBGC. 

As for health care, there is no health care. All there is is medi- 
care. If we want to give up medicare, I suppose there is that, but 
there is no government subsidy for any of the 250,000 retirees who 
have lost their health care in this situation. 

Mr. Trilla. I agree with that statement, Mr. Chairman. I am not 
saying that the employees— they got hurt. The corporations, U.S. 
Steel, ISG, et cetera, are benefits of these government subsidies 
which add to the profitability, which we hear we should buy U.S. 
Steel stock, and I agree with that, but, you know, the small manu- 
facturer, the jobs that we place. You need employees. 

As we heard earlier, I have hospitalization costs for . 

Chairman Manzullo. You still work for a union, do you not? 

Mr. Trilla. The second operation I bought in St. Louis was non- 
union. We put a union in there. We run union shops. We believe 
in union shops, but, you know, our people are getting hurt. 

Chairman Manzullo. He is a Republican, Bill. I just want you 
to know that. 

Mr. Trilla. Yes. I am a Republican. 

Mr. Klinefelter. Some of our best employees are Republicans. 

Chairman Manzullo. There you are. You bet. 

Mr. Klinefelter. Including U.S. Steel. 

Mr. Trilla. But still, you know, we as a small industry, a small 
world out here, which probably represents 60 or 70 percent of gross 
national product, our employees are suffering, and the big compa- 
nies— once again, it is a big industry, and I am sorry I am not a 
big industry. 

They are getting all the advantages, all the abilities. They get all 
the steel they want. My biggest competitor gets all the steel it 
wants from the gentleman that left the room, and he does not have 
a salesman that calls in Chicago. 

Chairman Manzullo. Mr. Stevens? 

Mr. Stevens. Gentlemen, the whole program, as Mr. Atwell 
talked about what happened in the coke industry. China builds 
their coke industry. They sell the product at half the world price. 

They drive the American manufacturers out of business, and 
then th^ come back. There is nobody left in the United States, and 
we get into this situation which it is a vicious circle that drives 
more jobs offshore. 
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The same thing that Bill just mentioned about what is hap- 
pening with all of the steel mills being built and the capacity in 
China with bad credit. They already have $500 billion of bad debt 
that they admit to, and everybody estimates it is double that. They 
are still giving credit out to anybody that can breathe with no hope 
of it getting paid back. 

This is the big problem. We are allowing this situation to expand 
where it is going to put everybody in the whole damn world out of 
business because they are out of control. 

Chairman Manzullo. Mr. Bodner, and then I want to go ahead 
and conclude. Go ahead. 

Mr. Bodner. I would just like to remind everyone here that we 
certainly understand the difficulty of the industry, but do not forget 
the scrap industry, that while scrap pricing could be somewhat 
high at this point, that our industry has come off since the 1980s. 
That was a very hard period of time. 

Historically, scrap prices are low. There are some spikes, as was 
discussed here today. Those are already being corrected. The an- 
swer is not inputting controls on scrap. That is clear. The evidence 
I have not seen today would suggest that that would be our solu- 
tion. 

Chairman Manzullo. This has been a fascinating panel with the 
major players being involved in it. 

I want to take the opportunity to thank you for coming to Wash- 
ington, for sharing your concerns with us. It has been extremely 
enlightening. I enjoyed the exchanges on it. 

This hearing is adjourned. 

[Whereupon, at 12:45 p.m. the Committee was adjourned.] 
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Good morning and thank you all for being here today as we 
examine the recent spike in metal prices, particularly in the steel 
industry, and its effects on small manufacturers. I would 
especially like to thank those of you who have come great 
distances to be with us today. 

A few weeks ago, I started receiving calls from several 
manufacturers in the district I am privileged to represent regarding 
an unexpected and unprecedented increase in steel prices. For an 
industry still reeling from the effects of the 18-month tariffs period 
in which they saw price increases of up to 50 percent, this was not 
welcome news. 


1 



38 


When the tariffs were lifted on December 4, 2003, American 
manufacturers were expecting, at the very least, a stabilization of 
prices, and many had anticipated reductions in the price of steel. 
What they got was the exact opposite. 

Instead, steel prices have surged since the tariffs were 
rescinded. According to some industry reports, prices have almost 
doubled — in the last 4 months alone! 

For example, according to the trade publication American 
Metal Market, the price of hot-rolled steel, one of the most widely 
used types, has soared by more than 80 percent in the last year, and 
by almost half since December 2003. 

The prices of other metals have also risen dramatically in 
recent weeks. The price of copper soared to an eight-year high of 
nearly $3,000 a metric ton during the third week in February and 
the price of nickel has more than doubled .in the last year. 

These unprecedented increases are nearly impossible for 
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manufacturers to absorb. They are caught in the middle between 
their suppliers and their customers. They need steel and other 
metals to fulfill contracts already obligated, but they are seeing 
surcharges added to quoted prices from their suppliers that they 
cannot pass along to their customers due to contractual constraints. 

I have also been informed by some of the manufacturers in my 
district that they are being told there is no steel available for them, 
even though they have long-standing contracts in effect. Talk 
about being stuck between a rock and a hard place. 

That said, we’re not here today to point fingers or place 
blame on any one segment of the industry. I am deeply concerned 
about the effects these price increases are having on the small 
manufacturers. 

I recognize one of the factors contributing to this situation is 
the massive industrialization of the People’s Republic of China. 
Due to what equates to state subsidized business practices coupled 
with artificially deflated currency, Chinese companies are able to 
absorb global price increases in both raw and finished products. 
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As I’ve said before, as a Nation, the United States must exert 
more pressure on the Chinese government to comply with the 
World Trade Organization’s requirements and to stop manipulating 
their currency. They’re not playing fair, and it’s killing our 
businesses here in the United States. 

It appears as if there is not one single factor that would 
indicate why prices have risen to the degree they have, but rather a 
culmination of many factors. There is no quick fix here. The goal 
of the hearing is to discover what caused various metals prices to 
rise so high and so fast, and also what affect it has had on U.S. 
small manufacturers. 

Again, I would like to remind all of our witnesses that we are 
not here today to point fingers or place blame on any one part of 
the industry. We’re interested in the root cause of the price 
increases and to determine if there is any middle ground on which 
we can work together. 
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Mr. Chairman and Members of the House of Representatives Committee on Small 
Business, thank you for inviting me to testify today. International Steel Group (“ISG”) 
has been surprised by the magnitude and rapidity of the ongoing surge in our costs and 
in steel prices both here and abroad. This is a global phenomenon, not something 
peculiar to the U.S. ISG does not like wild fluctuations in steel prices and therefore did 
not initiate any of the steel price increases, has lagged implementing them and 
generally has continued to price its products below our major competitors. We can do 
so because we are probably the lowest cost U.S. producer. If prices were to remain at 
current elevated levels for any long period of time other materials would be substituted 
for steel; so ISG would prefer lower price levels and is confident that steel prices will 
soon decline. You can see from Exhibits 1 , 2 and 3 that spot prices in China, Europe 
and the former Soviet Union also have shot up lately to levels similar to the U.S., and it 
costs an additional $70 per ton to ship steel from abroad to the mid west, so imports 
cannot solve the problem. 

There are several reasons why steel prices have been so volatile (Exhibit 4 and 5). The 
price spike in the second quarter of 2002 was due partly to the President's imposition of 
temporary tariffs but primarily to the bankruptcy shut-down of the LTV and Acme 
facilities, 10% of the industry. As soon as ISG acquired and reactivated those plants, 
prices went back down even though the tariffs remained in place, proving that the tariffs 
were only a minor factor. Also, at $230 per ton for hot-rolled band (“HRB"), prices at the 
trough early in 2002 were unsustainably low. No steelmaker in the U.S., Europe, or 
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China could deliver quality product to the U.S. market profitably at that price. You can 
see from Exhibit 4 that prices then were far below the levels in the early Nineties even 
though costs have increased since then. 

In fact, even with the recent price increases, the steel industry is not getting rich. Some 
15 steel companies are in bankruptcy today and most U.S. steel companies have been 
unprofitable in almost every quarter since 2000. The industry will be profitable this year 
but the reason why the industry has not reaped vast profits even with these price 
increases is that input costs have risen at an extraordinary rate and about 50% of 
integrated mill revenues are on long-term contracts which do not automatically adjust to 
reflect increased costs. In contrast, small and mid-sized steel buyers purchase their 
steel in the volatile spot market rather than the contract market. They have made the 
speculative decision not to lock in steel prices when they quote prices of their product 
for future delivery. This strategy works well for them in some years and poorly in others 
such as the present. One idea that Congress might consider to help small businesses 
is a program of insurance against wildly fluctuating prices of steel and of other 
commodities for which there is no futures market. 

In any event, the major raw materials needed by an integrated mill to make a ton of hot- 
rolled band, the steel industry’s generic commodity sheet product, are 1 .6 tons of iron 
ore, 0,4 tons of coke, 0.2 tons of scrap and 2.5 MBTU of natural gas. Exhibits 6 through 
9 show that in the past two years these commodities have added approximately $178 to 
the cost of a ton of steel. Further, higher raw material costs tie up higher amounts of 
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capital in inventory and accounts receivable borrow/ings. Incremental interest expenses, 
even at today's low rates, add another $4 per ton to costs. Increased wages, property 
taxes, insurance, electricity, etc. add another $6 per ton. 

Assuming that half of one's business is conducted under contracts that do not escalate 
rapidly, the spot price half of the business must go up faster to avoid insolvency. In 
ISO’s case, 56% of our output is sold on contracts. 

The steel industry needs about $40 per ton of EBITDA {Earnings Before Interest Taxes 
Depreciation and Amortization) just to cover its debt service and make necessary 
capital expenditures. At the trough, EBITDA losses were about $8 per ton, so $48 per 
ton of price increases were needed just to sustain operations. This level, however, 
would not make up for the cumulative $132 per ton of industry losses from 2001 through 
2003. Cyclical industries must earn back in strong markets the money they lost in weak 
markets or they will not survive. To recoup these losses over the next five years would 
require an average of $26 per ton each year. As Exhibit 1 0 demonstrates, the factors 
enumerated above are why the price had to go from $230 to at least $560, even without 
recoupment of prior losses. 

Raw material costs have been the real culprit and each component has a different 
dynamic. Scrap is the easiest to analyze. There are an estimated 8 billion tons of scrap 
in the global reservoir as compared with annual consumption of about 340 million tons. 
At low scrap prices, it was uneconomical to recover more scrap; but now, it is very 
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profitable to reclaim scrap and since scrap is mainly stored outdoors, it is easier to 
recover during the warmer months. For these reasons, within the next few months, the 
scrap supply-demand imbalance will correct itself. To help assure this, ISG is tearing 
down and scrapping some formerly idled equipment. Unfortunately, Russia and the 
Ukraine apparently are restricting scrap exports and therefore hurting international mills. 
Our government should move against these constraints on international trade. 

Coke shortages also will be ameliorated. One coke problem has been the fire at the 
Pinnacle underground coking coal mine, which caused U.S. Steel to declare force 
majeure and cut many steel customers back 15%. This will be corrected by June 30. 
China had a similar mine fire this year which has restricted its exports of coke and 
raised international prices. Coke is also in short supply because, during the money 
losing years, LTV and other companies permanently abandoned coke facilities. ISG 
recently arranged for Sunoco to build a $150 million coke plant for us. Others will soon 
do the same, so before long coke prices should fall. The outlook for gas prices is more 
difficult. Our country’s reserves are dwindling and there is no material increase in gas 
exploration efforts so far. Therefore, this component of costs may be sticky and so will 
electricity prices because of gas, oil and coal prices. 

The current steel price spike in the U.S. and globally will be short lived, but material 
costs will probably not go down enough to let prices drop back to the recent lows. 
Although ISG believes that the shortages will be short lived, we are ramping up our last 
facility, Cleveland West, to its 750,000 ton per year capacity beginning in April. 
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Most U.S. integrated mills now have lower costs than European or Japanese ones and 
ISG is even competitive with Mexico and other emerging nations. Therefore, if 
President Bush can convince foreign governments to stop subsidizing steel, our 
domestic industry and its customers will actually have a cost advantage over most of 
our international competitors. 

A high proportion of this year’s increase in steel prices has been in the form of material 
cost surcharges that will automatically go away as costs come down. Most of our major 
customers have, in turn, been able to pass along surcharges to their customers, but 
some of our smaller customers are locked into contracts with their customers, and lack 
the “pricing power” to pass on the increases. We are recommending that all of our 
customers either match buying and selling contract prices, or charge prices for their 
products that change automatically with steel prices. 

There have been suggestions that steel scrap exports should be limited. This action 
would impact the Chinese steel industry and they could retaliate by reducing their 
substantial coke exports to the U.S., exacerbating that problem. Also, in view of our 
staggering Balance of Payments deficit, it would be ludicrous to reduce our exports. It 
would be much more effective to convince China to unhinge its currency from the dollar. 
Similarly, China subsidizes its steel consuming industries and other manufacturers such 
as textile mills, thereby enabling them to charge artificially low prices. This illegal and 
unfair subsidization squeezes the profits of automotive industry suppliers and other 
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steel consuming companies in the U.S. This is wrong. Steel hasn't been cheaper 
abroad than in the U.S,, and the US steel consuming manufacturers are very efficient so 
they would be globally competitive on a level playing field. The ugly truth is that the U.S. 
does not enforce its trade agreements but other countries do. As you may know, 

WL Ross & Co. is also in the textile industry, and we have urged the President to invoke 
the 7.5% per annum import growth caps in China’s WTO accession agreements. This 
would help small and large apparel and textile companies and would send an immediate 
wake-up call to China to stop subsidizing its exporters. Our country cannot afford 
foolish trade masquerading as free trade. 
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EXHIBIT 3 


Russia and Ukraine HRB Spot Price 
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EXHIBIT 4 

World Hot-Rolled Band Export Price 



Source: WSD 
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$ per tonne 


EXHIBIT 5 


USAHRB Spot Price 



Mar-04 ‘ 





EXHIBIT 7 



Source: WSD 


May-03 
Jui-03 " 
Sep-03 ^ 
Nov-03 ' 



$ cost per steel ton 


EXHIBIT 8 


USA Scrap Prices 



Source: AM M 
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EXHIBIT 9 



Source; Bloomberg data 
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EXHIBIT 10 


WHY THE PRICE OF HRB CHANGED FROM $230 TO $500+ 


Amounts per Ton 

$230 Trough price of Hot-Rolled Band (“HRB”) 

8 Bring trough to break-even EBITDA 

40 Subsistence level EBITDA 

178 Raw material cost increases 

6 Miscellaneous cost increases 
4 Extra interest expense 
94 Costs unabsorbed on contract * 

$560 Spot price per ton of HRB ** 


Assuming 50% contractual business. 

Mini mills might need different prices because they are more dependent on scrap. 
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The sharp runup in domestic steel prices has its origin in a con^licated set of domestic and international factors. We believe 
the three primary driving forces are the weak US dollar, sharp economic growth in China, and underspending on infrastructure. 

The weak dollar has driven up the cost of imports, which has provided a pricing umbrella over the domestic steel industry. 
China’s steel consumption has grown much faster than anticipated and has put a strain on the global raw -material industry. We 
will discuss this later. The metals industry has not generated a satisfactory level of earnings and cash flow, and it has not been 
expanding capacity. These factors have all been interrelated; shortages in one area, i.e., coal and iron ore, have put upward 
pressure on the demand for scrap and have forced prices up sharply. 

The return on shipping has been relatively poor over the last 10 years, and the global fleet for dry bulk freight has not been 
expanded sufficiently in recent years. The rapid growth in Chinese steel production has required a shaqj increase in dry bulk 
capability. Ports in Australia and China have not been expanded sufficiently to handle this, and 1 5% of the global dry bulk 
fleet is tied up in port congestion, loading and unloading iron ore. This has put severe upward pressure on fteight rates, which 
are up between fivefold and sevenfold over the past 18 months. It should take a year to expand the port capacity and 2-3 years 
to expand the dry bulk fleet in order to alleviate limited shipping capability. High freight rates have driven up the cost of 
moving iron ore and coal to Europe and Asia from Brazil, South Africa, and Australia. This has driven up the cost of raw 
materials in the U.S. 

China has historically been a source of low-priced coke. The rapid growth in China’s steel industry has forced the Chinese to 
cut back coke exports. The Chinese coke export price has risen from $55 per ton to between $200-300 per ton. The increased 
demand for coke has put pressure on the met coal market, and last month China was actually a net importer of met coal versus a 
typical exporter of one million tons per month. U.S. met coal prices have risen from $40 per ton a year ago to between $1 25- 
200 per ton today. A fire at a U.S, met coal mine has caused a shortage of domestic coke. 

The sharp increase in the demand for steelmaking raw materials and their short supply have forced up costs for the integrated 
steel conqianies and resulted m several domestic steel companies cutting back production due to lack of raw-material 
availability. 

The steel industry has turned to scrap for a source of iron units, and scrap in the U.S. domestic market has risen from an 
average of $110 per ton in 2002 to as much as $300 per ton today. 

Steel and scrap prices are up around the world, and steel consumers overseas are facing similar cost problems. 

Domestic steel pricing has not kept up with inflation over the last 20 years, and approximately 45% of the U.S. industry has 
gone through bankruptcy-law proceedings over the last five years. Due to the current environment, spot flat-rolled steel prices 
have more than doubled over the last year to between $550-600 per ton. However, we believe scrap prices are within 1-2 
months of peaking, which should force spot flat-rolled prices down, as well. 

In summary, we believe many factors have combined to dnvc scrap and finished steel prices higher. Steel prices have risen all 
over the world, but are among the highest in the U.S. We believe scrap prices will peak in 1-2 months and drive steel prices 
down beginning in mid-2004. Steel prices are close to or at all-time highs, driven up pnmarily by higher input costs. The cost 
pressures are too great for the steel industry to absorb, and the industry has passed its higher costs on to its customers, including 
the imposition of a rather large scrap surcharge. 

We believe steel consumers must find a way to pass higher costs on, as well. If the marketplace is permitted to work, we 
believe steel prices will be meaningfully lower in 6-12 months. We believe it usually works out best if the market rations 
product. Unrestricted pricing usually stimulates supply, which brings down prices. 
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Other Metal Prices 

The prices of other metals have risen sharply over the last year due to the weak dollar, significant growth in demand from 
China, and underspending on infrastructure. 


Exhibit 1 


Spot Prices (HRB) $/ton 



Exhibit 2 



Source: American Metal Market 


US steel Market 


1980 

(000 tons) 
Apparent 

Consumption Shipments 

95,196 83,805 

Imports 

15,492 

Exports 

4,101 

1981 

103,942 

86,948 

19,898 

2,904 

1982 

74,688 

59,844 

16,683 

1,839 

1983 

83,104 

67,226 

17,076 

1,198 

1984 

98,246 

73,054 

26,172 

980 

1985 

95,782 

72,435 

24^79 

932 

1986 

89,437 

69.688 

20,678 

929 

1987 

95,864 

76,686 

20.305 

1,127 

1988 

102,305 

83,483 

20,891 

2.070 

1989 

96,888 

84.144 

17,320 

4,576 

1990 

97,495 

84,889 

17,161 

4,555 

1991 

88,081 

78,790 

15,637 

6,346 

1992 

94,618 

81,834 

17,072 

4.288 

1993 

103,686 

88,154 

19,501 

3,968 

1994 

121,377 

95,136 

30,066 

3,826 

1995 

114,909 

97,658 

24,331 

7,080 

19% 

124,263 

100,130 

29,164 

5,031 

1997 

130,039 

104,958 

31,116 

6,036 

1998 

138,393 

102.463 

41.449 

5,520 

1999 

134.354 

103,912 

35,869 

5,426 

2000 

140.129 

108,702 

37,957 

6,529 

2001 

122,559 

98,554 

30,149 

6,144 

2002 

125,649 

98,971 

32,686 

6,009 

2003e 

118.900 

104,100 

23,010 

8,200 

2004e 

120,000 

105,000 

22,000 

7,000 

2O05e 

124,000 

105,000 

25.000 

6,000 


e “ Morgan Stanley Research Estimates 
Source: Clobai Insights 


Exhibit 3 

Baltic Freight Index 



Source: Bloomberg 
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1 Exhibit 5 I 

Chinese Steel Statistics 

(000 tonnes) 


Finished Annii^ Annual 



Crude Steel 


Steel 




Apparent 


Volume 


Production 

YoY % 

Products 

YoY% 

Net Imp 

YoY% 

(kaisumpticm 

YoY% 

IntTease 

1996 

100,060 

6.6% 

85,479 

7,5% 

13,787 


99.2^ 

13.4% 

11,694 

1997 

107,897 

7.8% 

94,636 

10.7% 

8,600 

•37.6% 

103,2^ 

4.0% 

3,9ro 

1996 

114,063 

5.7% 

104,093 

10.0% 

8,810 

2.4% 

112,903 

9.4% 

9,667 

1999 

123,643 

8.4% 

119,399 

14,7% 

11,190 

27.0% 

130,589 

15.7% 

17,686 

2000 

126,316 

2.2% 

131,099 

9.8% 

9,750 

-12.9% 

140,849 

7.9% 

10,260 

2001 

142,542 

12.8% 

156,236 

19.2% 

12,470 

27.9% 

168.7(» 

19.8% 

27,858 

2002 

179,710 

26.1% 

191,067 

22.3% 

19,030 

52.6% 

210,097 

24.5% 

41.391 

2003 

219,340 

22.1% 

233,382 

22,1% 

30,240 

58.9% 

263,622 

».5% 

53,524 

2004e 

244,521 

11.5% 

260,474 

11,6% 

29,500 

-2.4% 

289,974 

10.0% 

26.^2 

2005e 

270,214 

10.5% 

289,070 

11.0% 

28,500 

-34% 

317,570 

9.5% 

27,596 

2006e 

298,500 

10.5% 

316,565 

9,5% 

23,200 

-18.6% 

339,765 

7.0% 

22,194 


c “ Morgan Sianley Research Estimnies 
Source: CEJS, Morgan Stanley Research 
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Pages 


Global Stock Ratings Distribution 

(as of February 29. 2004) 



Coverage Universe 

Investment Bantung Clenb 

Stock Ratina Caleoorv 

Coum 

%of 

Total 

Couf^ 

%of 

Tot^tBC 

%ofR^ing 

Caleoorv 

Overweight 

604 

34% 

252 

40% 

42% 

Equal-weight 

800 

45% 

277 

44% 

35% 

Underweight 

385 

22% 

103 

16% 

27% 

Total 

1.789 


632 




Data include common stock and ADRs currently assigned ratings. For 
disclosure purposes (in accordance with NASD and NYSE 
requirements), we note that Overweight, our most positive stock 
rating, most closely corresponds to a buy recommendation; Equal- 
weight and Underweight most closely correspond to neutral and sell 
recommendations, respectively. However, Overweight. Equal-weight, 
and Underweight are not the equivalent of buy, neutral, and sell but 
represent recommended relative weightings (see definitions below). 

An investor's decision to buy or sell a slock should depend on 
individual circumstances (such as the investor's existing holdings) and 
other considerations. Investment Banking Clients are companies from 
whom Morgan Stanley or an affiliate received investment banking 
compensation in the last 12 months. 

Analyst Stock Ratings 

Overweight (O). The stock’s total return is expected to exceed the average total return of the analyst’s industry {or industry 
team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months. 

Equal-weight (E). The stock’s total return is expected to be in line with the average total return of the analyst’s industry (or 
industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months. 

Underweight (U). The stock’s total return is expected to be below the average total return of the analyst’s industry (or industry 
team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months. 

More volatile (V). We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in 
a month, based on a quantitative assessment of historical data, or in the analyst’s view, it is likely to become materially more 
volatile over the next 1-12 months compared with the past three years. Stocks with less than one year of trading history are 
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volatile" can still perform in that manner. 
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Analyst Industry Views 
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www.morganstanley.com/companycharts. You may also request this information by writing to Morgan Stanley at 1585 
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Testimony 

Mr. Chairman, I want to thank you and the other members of the committee for 
this invitation to address the issue of the spike in metal prices and what this will do to 
small manufacturers across this country. 

My name is Bill Hickey. I am here today representing the Metals Service Center 
Institute and the company that 1 am president of- Lapham-Hickey Steel Corp. 

The MSCI is a trade association of steel and aluminum service centers. This 
group of 350 companies is the steel industry to most of the 300,000 steel consumers in 
the country. We, as an industry, are the companies that inventory, store, process and 
deliver metal to the industrial base in this country from Maine to Southern California and 
all points in between. 

The company that I am president of was founded in 1926 in Chicago, Illinois and 
we currently have six locations where we store, process and deliver steel products to a 
wide variety of industrial metal consumers. 

Mr. Chairman, as I make my comments of the topic, I would suggest we change 
one word in the question posed to us in the topic for today. Instead of asking what the 
metal price spike means for small manufacturers - 1 would suggest that this historic spike 
in steel prices will effect all manufacturers in this country. 

Today we are experiencing the swiftest, largest increase in steel prices that I have 
seen in my almost 30 years in this industry. The factors of this increase are many - scrap 
pricing, transportation costs and coke shortages - just to name a few. The other part of 
that equation is what is causing this corresponding product demand? The answer to this 
question is China. 
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I keep wondering when someone in Washington D.C. will connect the dots on our 
current economic problem in manufacturing. 

Since the mid 1990’s when the Peoples’ Republic of China devalued their 
currency by almost 80% and then pegged that currency to the U. S. dollar we have seen 
the most massive shift in manufacturing in the history of the world from one country, the 
United States, to another country, the Peoples’ Republic of China. 

Look at the evidence and tell me if you do not also see this issue. Since the 
Peoples’ Republic of China devalued their currency, the balance of trade with the United 
States has gone from about balanced to a deficit in 2002 of $104 Billion and another 
staggering $125 Billion in 2003. This massive deficit is part of the almost $500 Billion 
trade gap that we had, as a nation, in 2003. Exhibit #1 

China is not the only trading partner that is manipulating their currency for 
competitive advantage. Japan, South Korea and Taiwan also use currency market 
intervention to maintain a predetermined value of their currency against the dollar to 
insure their manufacturing, big and small, will be able to produce and sell their goods in 
the United States. This effort is ongoing as we speak - and enhanced by the dollar 
holdings of their countries - Exhibit #2. 

The other factor feeding steel demand in Asia which has the effect of driving up 
prices in an already overheated metal market is a banking system that lends money to 
companies that will never repay the fimds, but will not be closed for domestic political 
reasons, i.e. unemployment. 

It seems that as was reaffirmed last week with the February employment report, it 
is okay to have 43 consecutive months of manufacturing employment decline in the 
United States, and the reduction of almost 3 million manufacturing jobs since July of 
2000, but it is not acceptable to question how the existing trade policy of this country is 
either “Free or Fair!” Exhibit #3 


Page - 2 - 



68 


March 8, 2004 


My final point is about the near term effect of what has and is happening to raw 
material prices as a percentage cost in finished goods prices. This explosion in steel and 
other metal prices should raise product prices of the goods produced out of these metals. 

I know that this steel cost increase will raise the cost to my customers of the products 
they make for their customers. 

This required cost increase in products to cover the higher component cost, I 
believe, will not occur with most of the products coming to this country from Asia. The 
reason that these costs will not increase is these countries will continue to subsidize their 
exports to the United States. The result will be acceleration of large and small 
manufacturing plants closing in the United States and relocating to “low cost” countries. 

In summary, let’s connect the dots - half of our trade deficit is with four countries 
that either peg their currency or intervene in currency markets to insure the exchange 
rates allow their manufacturing companies to ship products to the United States. This 
flood of manufactured goods displaces American produced goods and our manufacturing 
companies close and 3 million manufacturing jobs disappear in 43 months. 

I know the membership of the MSCI is asking for enforcement of our existing 
trade laws to level the playing field for all our manufacturers. 

When will the United States Government act? 

Thank you. 


Bill Hickey 

President of Lapham-Hickey Steel Corp. 
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AWASH IK DOLLARS 

Asia’s growing foreign reserves, in billions of dollars 

Corintrn Ycar-End 2003 

.-^rQiTi 2002 

Japan ^ s&n s 
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Ch.na $403 3 

41% 

Taiwan « ^ S206 6 
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Hong Kong S !18.4 
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Singapore ^ $96.3 

17% 

Malaysia E-fi $44 9 


Thailand $42.1 

G% 
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Good morning Mr. Chairman and Members of the Committee. My name is 
Emanuel Bodner. I am President of Bodner Metal and Iron Corp. in Houston, 
Texas, a family owned company with 25 employees that has been in business 
since 1948. 

Today, I am here on behalf of the Institute of Scrap Recycling Industries, Inc. 
("ISRI"), the national trade association that represents approximately 1,200 
member companies who operate nearly 3,000 facilities throughout North 
America and the world. The vast majority of ISRI member facilities - over 2,200 - 
are in this country, present in all fifty states and Puerto Rico, and in 421 
congressional districts. There are at least 5 member facilities in your district, Mr. 
Chairman, and at least 4 in Mrs. Veleisquez' district. Over 30 thousand 
Americans work in the scrap processing and trading part of our member 
organizations, with an average of around 30 employees in each location. And 
this does not include the tens of thousands of individuals who visit our yards 
daily, bringing in scrap they have collected and who depend on the payments 
they receive, some to earn a living - others to just earn enough to pay for dinner 
tonight. Mr. Chairman, the scrap recycling industry defines small business in 


America. 
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ISRI members process on an annual basis approximately; 


• 65-70 million tons of ferrous scrap 

• 47 million tons of scrap paper and paperboard, 

• 4.3 million tons of scrap aluminum 

• 2 million tons of scrap copper 

• 1.4 million tons of scrap stainless steel 

• 1.3 milUon tons of scrap lead 

• 214,000 tons of scrap zinc 

• 3.5 million tons of scrap glass or cullet (beverage containers only) 

• 300,000 tons of scrap plastic (beverage containers only); and 

• 56 million scrap tires 

ISRI members also are leaders in the newer field of electronic scrap recycling. 


These scrap recyclables are collected for beneficial reuse, conserving impressive 
amounts of energy and natural resources in the recycling process. For example, 
according to the Environmental Protection Agency (EPA) recycled aluminum 
saves the nation 95 percent of the energy that would have been needed to make 
new aluminum from ore. Recycled iron and steel result in energy savings of 74 
percent; recycled copper, 85 percent; recycled paper, 64 percent; and recycled 
plastic, more than 80 percent. 

In addition to the obvious environmental contributions of the scrap recycling 
industry, ISRI members provide economic benefits to the nation, including 
exports that contribute significantly to the U,S, balance of trade - in. excess of $5 
bUIion in 2003, nearly $2 billion of that in ferrous scfap alone; 
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Many ISRI members are small family-owned businesses, including a significant 
number that have been in continuous operation for 100 years or more. ISRI itself 
represents almost a century of service to the business of processing and recycling 
scrap commodities. The Association was formed in 1987 through a merger of the 
National Association of Recycling Industries, founded in 1913, and the Institute 
of Scrap Iron and Steel, founded in 1928. 

ISRI members are experts in the handling, processing, shipping, and/ or the 
ultimate recycling of scrap commodities. We assist communities and 
organizations in the planning, establishment, and implementation of recycling 
activities. Our experience and capabilities save countless public and private 
hours and dollars in developing effective approaches to recycling. 

Scrap itself is a commodity, traded globally in an open marketplace in 
accordance with hundreds of internationally accepted industry specifications. 
Every day, the scrap recycling industry processes scrap metal, paper, plastics, 
glass, textiles, rubber and electronics, transforming these materials into 
feedstocks for manufacturing into new products. I will address the commodity- 
like nature of the scrap industry later in my testimony. 

Mr. Chahman, as I understand it, your hearing today was scheduled in response 
to some concerns relative to the current high prices of steel and other metals. 
There axe some who would ask you to believe that scrap is the primary cause of 



76 


Page 4 

the current situation and that the solution would lie in some regulation of scrap. 
But the high prices we currently see are coining from many sources. For 
example, Monday's Wall Street Toumal contains an article stating that steel 
companies place the blame on increased costs of energy and shipping as well as 
scrap, iron or and coking coal (See article, page 21). 

Yet, unfortunately and somewhat disconcertingly, the regulatory relief we most 
often hear mentioned comes in the form of scrap export controls. Clearly, this 
does not give due consideration to the entire problem. Suggesting that export 
controls would resolve the problem for steel makers and steel users is not only 
incorrect; history shows that it could exacerbate the problem. 

Scrap and steel markets today are global markets. Ihe current, and we believe, 
temporary, price pressures are being caused by global demand for steel rather 
than an assumed lack of domestic supply of scrap. Scrap markets are historically 
cyclical. In fact, they have likely reached, and perhaps passed, their peak. 
Attempts to resolve these issues domestically and artificially will, at best, not 
work. At worst, they could do harm. Further, artificial controls may well violate 
international trade agreements. The best way the United States can assist in 
resolving this situation is through global leadership, not through domestic 
protectionism.* 
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It is oui' intention to address this issue in detail. As you go forward there will 
likely be additional questions that may arise. We invite you to address those 
questions to us and we will endeavor to provide prompt answers. 

Scrap & Steel —Global Commodities 

Scrap metals — iron & steel, copper, aluminum, lead, zinc, and others— are raw 
materials that are directly interchangeable with virgin ores in the manufacture of 
new metals. For brevity sake, we will focus our comments on ferrous scrap and 
the demand for finished steel. However, the market dynamics for copper, 
aluminum, lead, zinc and the other metals are very similar. 

Steelmakers using electric arc furnaces (EAFs) utilize nearly 100% ferrous (iron & 
steel) scrap as their raw material. Similarly, steelmakers using basic oxygen 
furnace (EOF) technology typically utilize 25-30% ferrous scrap combined with 
iron ore, coke and other materials to manufacture new steel. EAFs also have the 
option of easily substituting pig iron, direct reduced iron (DRI) or hot briquetted 
iron (HBI) for ferrous scrap. Each of these materials, ferrous scrap, iron ore, DRI, 
HBI, and pig iron are commodities traded in the global marketplace. As global 
consumption of new steel has grown over the years, demand for these raw 
materials has increased dramatically not only here in the U.S., but worldwide. 

Thanks to industry specifications, ferrous scrap is traded worldwide on a daily 
basis. Scrap flows from the US to China, Korea, Canada, Mexico, Turkey, and 
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many other countries across the globe. Similarly, scrap flows from the European 
Union and from Asia to many of the same destinations as well as to the United 
States. Scrap flows out of the Baltics and into the EU and sometimes to the U.S. 

The ferrous scrap market is one of the purest examples of supply and demand 
economics. Fortunately or unfortunately as the case might be, the greater the 
demand for scrap, the higher the prices will go. When combined with the huge 
demand for pig iron, DRI, HBI, coking coal and iron ore (combined with scrap, 
the U.S. was a net importer of these raw materials in five of the past six years) 
you have a global situation where the price of these raw material inputs is rising 
quickly and significantly, as is the price of finished steel. Steel users throughout 
the world are feeling the impact the same as manufacturers here in the US. 

This same trend exists for finished steel. As demand increases, so does price. The 
international demand for steel shows itself not only in the price of raw materials, 
but also in the export of scrap and finished steel from the U.S. In fact, last year, 
exports of finished steel from the U.S. rose at a faster rate than did exports of 
ferrous scrap {Figure 1, Page 18), with both rising due to both increased global 
demand for steel and with the more favorable market caused by the falling 
dollar. 


The demand that we are seeing here at home is reflective of similar demand 
worldwide. Last year proved to be a record year for global steel production. 
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One needs only scan international newspapers to sec similar alarming concerns 
about the availability of both scrap and finished steel showing up in countiics 
from every developed continent on earth. Concerns have been voiced in South 
Africa, Venezuela, Russia, India, the Ukraine, Korea, and Malaysia to name a 
few. The concerns have led to export controls being put in place in a few of these 
countries, a step that clearly has not resolved the crisis and will likely make it 
worse. News reports from the Ukraine have mentioned occasional reports of 
theft of important infrastructure metals - pipelines, bridges, etc. as people 
attempt to find scrap for new steel. These are mere examples of what has 
happened in other countries that have attempted to use artificial domestic 
controls to address a global situation. 

Some here in the United States have proposed the imposition of export controls 
on ferrous scrap as the solution to high steel prices here at home. 

Such a suggestion is severely misguided and miscalculated. It is a protectionist 
view that fails to account for the anomalies created by artificial interference with 
the free market. 

The Cyclical Nature of Scrap 

It is likely that witnesses who support export controls will base their testimony 
on the fact that there has been a dramatic run-up in the level of scrap exports 
since 2000. That is indeed the case. But to look at just the past three or four years 
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is a very myopic view. In fact, the late 1990's and 2000 were some of the worst 
years on record for the scrap industry with both price and demand at or near 
historical lows. Using the year 2000 as a baseline for scrap would be like this 
Committee going to Death Valley, California and declaring it sea level. 

Ferrous scrap price and demand are very cyclical in nature. Recognizing this 
cycle requires a longer-term view of the industry. Since 1970, ferrous scrap 
exports from the U.S. have approached, and even occasionally exceeded, current 
levels no less than seven times (Figure 2, Page 18). 

At the same time, imports of iron aitd steel scrap by the steel industry do not 
show the same type of cycle (Figure 3, Page 19). In fact, the trend has been ever 
upward since the mid-1980s. Scrap imports more than doubled between 1993 
and 2003 while the average price of scrap increased only 9%. Tliis suggests that 
adequate supplies of iron making units are readily avaUable at relatively little 
cost penalty to the purchaser. 

When scrap alternatives, such as DRI/HBI and pig iron, are included in the 
import figures, the U.S. became a net importer of scrap and scrap substitutes 
during the years that domestic scrap prices were at or near their lowest point in a 
decade. This only emphasizes that scrap is a world-traded commodity whose 
movement internationally responds to market forces. 
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Charting the average yearly price for scrap shows the same cyclical pattern 
found in scrap exports and shows that the 2003 yearly average price was not at 
near-record levels {Figure 4, Page 19). In fact, when stated in constant 1998 
dollars, 2003 scrap prices were lower than at most points in the past 33 years- 
This chart shows one significant spike in both actual and constant dollars ~ the 
price of scrap in 1974 ~ the last time export controls were in place - which I 
would like to focus on more closely later. 

A price volatility study over the past thirty years (Figure 5, page 20) reveals that 
only once during that time did the price o£ ferrous scrap have a sustained rise for 
three years. That same'study shows that 2003 was the second year of sustained 
price increases in ferrous scrap and recent news reports indicate that the ferrous 
scrap market may be weakening. {See article. Page 26) 

What History Shows Us 

Viewing data on ferrous scrap for the past 33 years more clearly shows the 
cyclical nature of the scrap industry, price and demand. The U.S. Geological 
Survey maintains the data used in these studies back to the early 1930's. 

Viewing the data back that far back would continue to show the same cyclical 
nature, with the exception of the years of World War II, fhe Korean War and the 
years just subsequent. 
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We could have only used fifteen or twenty years to make the point of scrap's 
cyclical nature. But we chose to include data back to 1 970 so that we could also 
highlight a key point in history that is relevant to the discussions today. We ask 
that you look back to 1973 and 1974 - to the last time the United States instituted 
export controls on scrap. 


To put this into perspective, wage and price controls were in effect in this 
country. The Commerce Department limited the amount of ferrous scrap that 
could be exported from the US. At that time, there were no provisions for notice 
and comment prior to the imposition of export controls. Our industry learned of 
the controls only at the time they were announced. The result was a precipitous 
run-up in international prices as panic spread that there would be a shortage of 
steel scrap world-wide. 


A study performed by Dr. Robert Sbriner and published in The Business 
Economist in the Summer of 1977 cites a number of reasons why ferrous scrap 
prices in the U.S. rose precipitously. We have included a copy of Dr. Shriner's 
study as an appendix to today's testimony, but I read from his conclusions: 


"The evidence strongly suggests that, rather than holding domestic 
prices down, the 1973-74 scrap export restrictions actually caused 
domestic scrap prices to rise more than would have been the case 
otherwise. This is a fairly clear illustration of "control reversal" 
that was not recognized at the time it occurred and might well have 
been repeated if similar circumstances had arisen again." 
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Dr. Shriner goes on to conclude that US steelmakers spent nearly $2 billion 
dollars more for ferrous scrap during the time export controls were in place than 
they would have had there not been export controls. {See study, page 28) 

Subsequently, the Export Administration Act of 1979 included a provision in 
section 7(c) that required the Secretary of Commerce to publish a notice in the 
Federal Register whenever a petition was filed and to provide for comments and 
hearings if requested. Upon the filing of a petition in 1979 the scrap industry had 
the opportunity to present facts similar to those we are presenting today. In the 
end, export controls were not imposed and the market corrected itself. 

The Commerce Department stated in its press release announcing the decision 
that - 


"The Department believes that the mere expectation of action to 
control or restrict exports can and has contributed in the past to the 
increase in price and export levels of this and other commodities. 
Mr Weil [Assistant Secretary of Commerce for Industry and Trade] 
expressed the view that controls are burdensome to both industry 
and the Government. This was clearly demonstrated by our 
experience with such controls in 1973 and 1974. . . . 

... It would be counterproductive to these efforts, to our 
export promotion programs, and to our balance of trade to take any 
precipitate action which might inhibit the expansion of such trade. 
Crucial to our efforts in this respect is the maintenance of the 
United States' reputation as a reliable supplier to the world 
market." (United States Department of Commerce News, March 2, 
1979) 
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This is why we feel a look at the broader picture is necessary as Congress and 
federal agencies consider our situation today. Please do not simply accept the 
fact that exports have run-up so quickly in the past three years. History shows 
that those exports will likely retreat just as quickly. 

The Perfect Storm 

While it is true that ferrous scrap prices are at or near record highs (in actual 
dollars, but as already demonstrated not in constant dollars) the same is true for 
all the other raw materials inputs used in making steel. Indeed, the cost of 
energy and transportation has risen and is contributing significantly to the cost 
of making new steel. 

There have been many articles in the trade press as well as the mainstream media 
describing how the electric arc steelmakers are supporting the efforts of their 
customers to combat the high price of steel and blaming those high prices on 
ferrous scrap prices. We hope that you wiU rmderstand, and that the 
manufacturers who use steel will understand that some of these statements are 
simply disingenuous. I call your attention to an article in the Wall Street Journal 
on January 23, 2004 where a steel industry executive is quoted as saying, "We 
have put in surcharges on raw materials. At this point in time, with the addition 
of those surcharges, the price we charge customers is up more than the cost of our 
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raiD materials. [We] will enjoy higher margins in 2004 than in 2003 across all 
product lines (emphasis added)." {See article. Page 24) 

Some may want to blame the current situation on China. Tliat would be an easy 
tiling to do. We acknowledge that China has become a huge competitor for US 
manufacturers. We also recognize that China has been the reason many jobs 
have left the US. However^ it is important to put the current ferrous scrap 
situation in. perspective. Scrap prices are not the reason that millions of jobs have 
left the country over the past several years— the significant run-up in scrap prices 
has only occurred during the past 6-9 months. Furthermore, the run-up in prices 
is not unique to the US. Asian buyers, European buyers, and Turkish buyers 
alike are all complaining about the current price of scrap. 

China is taking the largest portion of ferrous scrap currently. Japan was doing 
the same thing 20 years ago and at a time before that it was Italy. As stated 
previously, the export of 10-11 million tons per year of ferrous scrap is not an 
anomaly. This is just a replay of the old saying, "same game— different players." 
According to the U.S. General Accounting Office, Japan imported approximately 
one-third of all scrap exported by the U.S. in 1978, with over 75% of their total 
imports coming from tlie U.S. (ID-80-38, May 20, 1980). If China was not the 
largest buyer from the US today, it would be some other country. The global 
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economy can be likened to a balloon— if you push in on one side then another 
side is likely to pop out 

Demand is high, prices are high, but there is no physical shortage of obsolete 
scrap. TSRI members are reporting that they are able to fulfill the needs of 
domestic steelmakers. We have yet to see any documentation of a scrap shortage 
in the US. A study done back in the 1970's in response to the calls for export 
controls back then showed that scrap metal supplies are elastic. While 
recognizing that quantities of prompt industrial scrap— clippings from 
manufacturing and fabricating plants— have declined over the years due to 
increasing technological efficiencies and, yes, the flight of manufacturing, the 
scrap industry has kept up the supply chain by improving its technology and 
making other types of high quality ferrous scrap available. Clearly, obsolete 
scrap— materials from demolition, repairs, etc. —is responsive to Ihe price paid 
for it. As price increases, more supply becomes available. As the price of scrap 
has risen so has the price scrap processors pay for that material. According to 
recent reports, additional scrap is now starting to come into the marketplace. As 
you can see, scrap truly does follow basic principles of supply and demand, 
reflecting a near perfect marketplace when free of artificial market barriers. 

Those charged with the day-to-day operations of our economy largely agree that 
artificial, protectionist restrictions on free trade would be the wrong choice. At a 
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conference in Pensacola, Florida on February 16, Dr. Tom Cunningham, Vice 
President & Associate Director of Research for the Federal Reserve BanR of 
Atlanta was asked about the potential for ferrous scrap export controls on U.S. 
scrap. His respor^e was a very clear two words; "Bad idea." 

A recent news story from the Dow Jones Newswire cited Federal Reserve 
Governor Edward Gramlich as he cautioned against trade protectionism. The 
article ends his quote by saying, "...trade protection lowers a nation's standard 
of living." 

Mr. Chairman, these quotes are not unique among experts on the economy. If 
anything, they are representative of expert opinion. Creating artificial barriers 
and, at the same time, taking action that would further negatively affect the U.S. 
balance of trade, is simply not a good idea. Further, attempts to control the 
export of scrap are a violation of international trade agreements. 

Article 11, Section 1 of the General Agreement on Tariffs and Trade reads, 

"No prohibitions or re.strictions other than duties, taxes or other charges, 
whether made effective through quotas, import or export licenses or other 
measures, shall be instituted or maintained by any contracting party on . . 

. the exportation or sale for export of any product destined for the territory 
of any other contracting party." 

While there are exceptions to this general prohibition, each such exception 
requires that certain conditions exist or be satisfied. No conditions exist within 
the scrap metal or steel manufacturing industry that would justify under a GAT! 
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exception the imposition of export controls on scrap. It is clear that the sole 
purpose of imposing export controls would be to reduce the domestic price of 
scrap metai and thereby protect one segment of the domestic steel manufacturing 
market. To do so would be in. contravention of the WTO objectives and 
principles. 

This does not mean that the government is powerless to act on the situation at 
hand. To the contrary, we believe the United States could take an active and 
leading role in solving this current and very temporary problem by quickly 
dis]3ei\smg with any consideration of export controls and sending a signal to 
other governments of our commitment to free and fair trade. 


Just the news that the government might consider export controls has liad an 
affect on world scrap markets. Since these proposals were first made public a 
few months ago, many other countries have signaled their willingness to 
consider export controls as well. A strong endorsement of free trade would be 
an important step in leveling the scrap market. 


Further, the United States should actively encourage those countries that have 
instituted scrap export controls to remove those controls as soon as possible. 
History shows that the scrap market can, will, and does heeiy regulate itself 
when trade barriers are not present. By supporting the opening of ail markets. 
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the United States can actively assist in creating better market conditions both 
here at home and abroad. 

Mr. Chairman, I am honored to be in front of you today, and am more than 
happy to receive any questions the committee may have. As I conclude, let me 
point out diat ISRI did not seek federal assistance or protection when scrap 
prices were at record lows a few years ago. ISRI firmly believes in free and fair 
trade. ISRI understands the cyclical nature of this industry. We knew in 2000 
that prices would not stay low forever, and; we know now that prices we see 
today will not stay this high for long. Wc have good years and we have bad 
years, but we strongly believe in the free market system. 

Thank you, Mr. Chairman. 
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Figure 3 (Ref. Page 8) 


imports of Iron and Steel Scrap 



Year 


Source: U.S.G.S. Minerals Yearbook 


Figure 4 (Ref, Page 9) 


Unit Value of Iron and Steel Scrap 



Year 


-^ - Actual Dollars Constat ^998 $ (CPI adjusted) 




Source; U.S,G.S. Minerals Yearbook 
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ECONOMY 

Companies Fight Rising Steel Prices 

Some Manufacturers Pass 
Increases on to Consumers; 

Delphi Gets a Court Order 

By PAUL GLADER and SHARON SILKE CARTV 
staff Reporters of THE WALL STREET JOURNAL 


Manufacturers are fighting rising steel prices, and in at least one case taking suppliers to 
court over the issue, even as they contemplate passing on the increased costs to 
consumers. 

Indeed, a handful of companies — among them makers of mattresses and gym 
equipment - already have or are preparing to ask shoppers to pay more to cover their 
rising steel costs. But most other manufacturers are trying to push steel-price jumps of up 
to 30% to 50% to other companies along the supply chain, creating tension between 
steel producers, their biggest customers and numerous smaller suppliers between them. 

Steel companies in the U.S. blame increased costs of energy and shipping and 
increasingly scarce steelmaking ingredients, such as scrap steel, iron ore and coke coal. 
Both reflect, in part, vigorous demand in China, which consumes 30% of the world's steel 
each year. With the weak dollar discouraging imported steel, steelmakers have 
successfully passed on price increases to many of their customers. 

Fight Spills Into Court 

One steel-related dispute spilled into court last week, as two suppliers for Troy, Mich., 
auto-parts maker Delphi Corp. threatened to stop shipping parts if Delphi wouldn't agree 
to pay them more to offset higher steel costs. Last week Delphi obtained a temporary 
restraining order in a state court in Saginaw, Mich., in effect until the end of the month, 
requiring the two suppliers. Republic Engineered Products LLC of Fairlawn, Ohio, and 
NSS Technologies of Plymouth, Mich., keep delivering the products. Delphi said in court 
filings that a stoppage could result in losses of $10 million a day. 

Republic spokesman John Willoughby said most of the company's customers had 
accepted its surcharges, which the company attributed to "the costs of raw materials we 
put into our steel that have accelerated over the last few months." NSS didn't return calls. 
Delphi declined to comment. 
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Steel prices are expected to keep surging. Steel customers say they expect prices for 
hot-rolled steel, a basic sheet product used by many industries, to hit $500 to $600 a ton 
next month from about $330 in January. Concrete reinforcing bar, or rebar, is expected 
to rise to $400 next month before surcharges, from $320 in December. 

Steel producers, citing their own higher costs,.have added surcharges on top of prices 
guaranteed by long-term contracts with their biggest customers. "There are no rules," 
when it comes to surcharges in many industries, said Dan Meckstroth, chief economist 
for Manufacturers Alliance/MAPI. "it is a supply and demand" issue, he said, adding that 
he doesn't believe rising steel prices will dramatically affect the nation's consumer-price 
index or lead to inflation. 

Steelmaker Nucor Corp. of Charlotte, N.C., has little choice but to pass on surcharges, 
company spokesman Bob Johns said. "What’s the alternative? Everybody's [steel] 
supplier goes bankrupt?” he said, adding, "That's not going to happen." 

Some contend steelmakers are taking advantage of the situation. A memo written Feb. 

1 6 by U.S. Steel Corp. President John Surma to department heads, and obtained and 
circulated by its customers, said, "We vrill seek the highest possible returns within the 
opportunities that the market provides." U.S. Steel, Pittsburgh, and Ispat Inland Inc. in 
Chicago, no longer publish surcharge announcements, but have alerted customers by 
phone the day increases took effect. "It's a rapidly moving market, and we are after the 
market price and whatever the price is,” said U.S. Steel spokesman John Armstrong. 

Not all customers, especially bigger ones with more purchasing power, are acquiescing. 
Toyota Motor Corp. Friday warned parts suppliers and steel mills to keep honoring their 
existing contracts with the auto maker. "If I were them, I would seriously consider an 
impact on the long-term relationship. That’s important to us, and we do have long 
memories on these things," said Dennis Cuneo, a senior Toyota executive in New York. 

Industry analysts note that prices are cyclical, and some predict the prices will peak by 
late May, but might drop after that, as double ordering by worried customers subsides. 

Meanwhile, a few companies are planning to pass their higher steel costs to consumers. 
Exercise-equipment maker Cybex International Inc., based in Medway, Mass., said last 
week it will be adding its own steel surcharge, starting April 1 , boosting its suggested 
retail prices by as much as 10%. Cybex Chairman and Chief Executive John Aglialoro 
said the company is paying 50% more on the nearly $20 million In steel it purchases 
yearly. 

The surcharge means a health dub buying a $3,000 exercise bike could end up 
spending $3,300 on the product, Cybex reported an 11 % sales increase last year, to 
$90.1 million, but has noted the market for exercise equipment is competitive, with price 
as a factor. 

Effect on Mattress Industry 

Dave MclIquham, president and chief executive of High Point, N.C., mattress maker 
Sealy Corp., said rising steel prices look to "impact the entire innerspring-mattress 
industry in the coming months." Sealy expects to increase the prices of its mattress 
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products, or add a surcharge, although it isn't sure how much. 

Many of its products have clearly defined prices, such as $499 or $599, which retailers 
favor. "We have to figure out how to make it work for the retailers," Mr. Mcllquham said. 
He doesn't expect a price increase wiii be significant enough to send customers to 
alternative products, such as airbeds, foam mattresses or waterbeds. 

Executives at Newton, Iowa, appliance company Maytag Corp. said they have tried to 
delay price increases to consumers in part through savings from a new union contract. 
The company also contributed more toward its employee pension fund last year, so it 
doesn't have to contribute as much this year, according to spokeswoman Lynne 
Dragomier. Until now, the company has managed to delay price increases, but 
executives don't know how long that will continue. 


— Norihiko Sliirouzu contributed to this article. 
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Short Order: Playing Steel Card -- With Care 

By HBNNY SENDER 

Staff Reporter of THE WALL STREET JOURNAL 
January 23, 2004 

Hindsight is a wonderful thing. 

If last year held any lessons for investors, surely one of Ihem was to buy anything China needed. Anotiier lesson was 
to invest in corarnodities, particularly metals. Best of all was to combine the two. Michael Kaufinan, founder and managing 
partner of MAK Capital, New York, has managed to lake such trades one step further by noting that investors also should 
shun exposure to companies that compete with the rising global juggernaut of China. That means not all steel companies 
arc created equal — or are affected equally by the global recovery. 

In his latest letter to investors, Mr. Kaufinan describes bis newest so-called pair trade, which plays on all these themes by 
adopting a bullish position on U.S. Steel Corp. -ndiile takmg a bearish position on Nucor Corp. 

"My interest in U.S. Steel is primarily as a hedge for Nucor, which may turn out to be one of the better shorts of 2004," Mr. 
Kaufinan says. The fund manager vras referring to short-selling, a common strategy whereby a hedge fund or other investor 
scDs borrowed shares, cxpcctii^ diat the price will fell by the time tiiose slmrcs need to be replaced. In the latest monthly 
short-selling tally released Thursday by the New York Slock Exchange, the outstanding short position in Nucor was 5 .5 
million shares, up 10% firom 4.9 million shares a month ago. 

Scraping for Scrap Steel 

Mr. Kaufinan thinks Nucor’s best times are behind it for one compelling reason. U.S. Steel, of Pittsburgh, is an integrated 
producer, which means it sources its own steel. By contrast, Nucor, of Charlotte, N.C., has to buy scrap steel for its muiimills. 
For years, this wasn't a problem. But now, with Chinese producers scouring the world for scrap steel, suddenly Nucor is 
competing with a steel-hungry behemoth, and its cost structure been transformed for lite worse as scrap-steel prices rose 
between 60% and 70% last Steel scrap accounts for more Iban half of the costs for minimills such as Nucor. 

Moreover, there may be worse news to come. Chinese steel output is expected to increase another 10% this year, according to 
a report from J.P. Morgan Asian-steel analyst Henry Kwon. Indeed. Japanese steelmakers exporting to China say they don't 
expect to see any slowdown for their giant neighbor until after die Beijing Summer Olympics in 2008. 

One ominous sign for Nucor bulls came on Dec. 22, when an auction of Scrap steel at auto maker Ford Motor Co. fetched the 
highest price on record at S2n;a fon. By comparison, the Octobo’ auction camcin acS174.S0 atom 

If the dollar comes under fiiriher selling pressure, Nucods economics may even worsen. 

Yet in 4 p.m. composite trading Thursday on the New York Stock Exchange, Nucor shares traded at $55.75, not far from 
their 52-week high of $58.79. 

Analysts note that Nucor's valuation still is at the high end of its historical trading range. 

Mr. Kauftnan's pessimism regarding Nucor is just beginning to command attention on Wall Street. "We remain 'underweight' 
Nucor shares as we believe foe global economic recovery under way is actually hurting Nucor's earnings prospects, owing to 
rising scrap prices," note analysts from J.P. Morgan in a recent report "In addition, foe once high-cost integrated steel 
producers have restructured and consolidated into large, low-cost competitors. 

"We are concerned that minimill equities and earnings estimates are only discounting the recent rise in steel seUing prices and 
not the surge in scrap or raw-material costs," foe J.P. Morgan report says. 

Executives at Nucor dispute this. "We have put in surcharges on raw materials," says Daniel DiMicco, Nucods president and 
chief executive. 

"At this point in time, with foe addition of those surcharges, the price we charge customers is up more than the cost of our 
raw materials. Nucor will enjoy higher margins in 2004 than in 2003 across all product lines." 


Bearish Camp Grows 
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StiM, Bear Stearns Cos. recently joined the negative camp. On Jaa. 5, analysts at Beai' Steams slashed camings-per-sharc 
expectations for 

Nucor’s fourth quarter of 2003 to a loss of a penny a share, from a profit of 20 cents a share, significantly below analysis' 
average profit estimate of 17 cents a share. At the end of December, Morgan Stanley reduced its estimate to 10 cents a share 
from 30 cents a share for the quarter and cut its 2004 predicted eamings^er-sbare forecast to $2.30 from $3.64, 

That leaves Charles Bradford ofBradford Research Inc. at the optimistic end of the spectmm, witli a forecast of 18 cents for 
last quarter and $2.77 for fiiis year, although he adds that he isn’t bullish on the stock. 

Meanwhile, Mr. Kaufinan's view on U.S. Steel has been widely shared on Wall Street, and the stock's recent performance has 
been far stronger than that of Nucor. Thursday, U.S. Sted was up two cents at $36.64 at 4 p.m. in NYSE trading. 

"We believe that the recovery in steel prices is likely to be more resilient than we forecast," notes Peter Ward, metals and 
mining analyst for Lehman Brothers Holdings Inc. in a recent report "As a fully integrated producer, U.S. Steel is well 
positioned to harvest higher steel prices," 

"Nucor trades at roughly a 75% premium on a P/E bi^is to U.S. Steel, even though Nucor’s earnings estimates have been 
declining while U.S. Steel's earnings have been accelerating," Mr. Kaufinan says. 
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^ Ferrous scrap rocket may be losing some thrust 

By Michael Marley 
mmajriey(5)amm.com 

PI'ULADELPHIA, March 4 — The ferrous scrap price spiral hasn't ended, but it might be showing 
signs of losing the thrust that has propelled it to record heists. 

Scrap buying in most major stcelmaking regions saw prices increase as much as $30 a long ton. But 
both dealers and mill buyers said some of the sr^ply pressures that had been at the heart of the price 
increases over the past six months had begun to ease. 

Dealers said they were seeing a better flow of obsolete grades into their yards, possibly because of the 
higher prices being offered for scrap and the unseasonably wann weather during the past two weeks. 

Scrap buyers at the mills and their brokers said they were being offered more scrap than tiiey wanted 
this month and that many dealers were seeking 60-day orders for scrap-a practice that some say often 
reveals fears the market might have leveled off and soon vrill be headed in the opposite direction. 

Mills that were short scrap last month reportedly improved their inventories in the past two weeks 
with so-called "quiet" deals on large tonnage orders with some of the major scrap processors. 

Industrial ^ades like No. 1 dealer bundles and No. 1 bushelmg remained in tight supply, several 
.sources said, and continued to post the highest price gains in the first week of March. But in several 
key markets like Detroit and Cleveland, prices for industrial grades were up about $20 a ton from last 
month's levels while in Chicago they rose about $25 a tom 

Much of the tonnage came from the dealer market, since there were fewer of the auto industiy's 
factory bundles offered for sale this month. Only DaimlerChrysler Coip. offered bundles at auction 
earlier this week, and then only about 22,000 tons-half the tonnage usually offered for sale each 
month. Ford Motor Co., Dearborn, Mich., canceled its usual monthly auction, of factory bundles from 
its Chicago stamping plant, reportedly trading the material to its steel suppliers to offset price 
surcharges. 

Ibe feedback from the market was noteworthy because the prices of some of the prime industrial 
steel mill grades, like No. 1 dealer bimdles and No. 1 busheling, crossed the $300-a-ton mark in 
several regions-a price level that few imagined would ever be broached. Some special^ foundry 
grades of ferrous scrap and low-residual busheling had passed that level in prior months. 

Prices for secondary grades were up about $10 to $15 a ton on average, with cut grades like No. I 
heavy melting steel and 5-foot plate and structural scrap drawing higher offers than shredded scrap, 
which in some regions saw gains of only $10 a ton. 

However, the buying was anything but uniform from region to region, and brokers said they were 
finding more modest increases drawing more attention as the week drew to a close. 

Scrap buyers for two northern Ne\Y Jersey mini-raills that had been early to tlie market this month 
backed out by Tuesday after they were swamped with offers of scrap. That report was echoed by 
buyers and brokers elsewhere. 


http:/Avww.ajmii.coin/subscrib/2004/mar/weekl/0304tp03.htm 


3/4/2004 



99 


AMM.com - I'op Stories - March 4, 2004 Page 2 of 2 

Page 27 

In western New Y ork, one mill reportedly paid more dian $300 a ton for shredded from a local 
supplier, but in most regions buyers and brokers said shredded prices seemed to range from $265 to 
$285 a ton. 


2004 Arnericjin Metal Market LLC, a .subsidiary of Metal Bullelin Pic. All rights lesereeci. 
HOME ] TOP } FEEDBACK TO AMM 
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Control Reversal in Economics: 

U. S. Scrap Export Restrictions 

Robert Dale Shiincr 

Schoo! of Vtiblic am! Eni-.ironmnital Affaiia 
Indinrw Universitij - 1i!oittnin^ton 


Control reveraal « a phenomenon more 
clnnely nssocialed loith aircraft than with 
economics, but there is reason to believe loe 
hIwiiUI bi; concerned with the problem in 
economics os well. Uncxpcclc/l feedlmck 
loops in (he economy can produce unantici- 
pated. and ev-en opposite, responses jus/ ns 
readily as those in the aerodynamics of 
highspeed aircrafi. The problem is illus- 
trated in this article by an analysis of V. S- 
srrflfj export restrictions during 1973-74 
which, though intended to holddown scrap 
prices for domestic sleelproducers. afrpenrs 
to have actually caused them to pay same $2 
billion extra for scrap rfurmg the two years 
the restrictions were in effect. 


D uring the early days of supersonic nij'lit. 

pilots iuu! pKuie deslgnei .s were conlroiUed with 
n fvusimting and unexpected problem — control 
responses were reversed as the plane passed the 
speed of s(}nnd, When the pihit tried to turn right, 
the plane ttirned left iusteiid. Wlu-n he tried to 
climb, ihi’ ]il«m- started in dive. S;db llight at siiper- 
s<injc speed wus not possthfe until the pnjblrju «d‘ 
‘ conti-vd icver.sar' was uiuU’rsl(»o<l and corrc'Cted. 

Control reversal is ii phenomenon more closely 
associated witli the design and testing of snpcrsnnie 
airerd't timn with the d(\sign and testing of economic 
policy; hut it .slumido’l Ijc, Unexpected feedback 
loops in the economy can produce unexpected, and 

14 


even opposite, ve.sults jtist os icadily as those in ti^e 
aeuKlynamies.td high spec'd aircrafi. However, he- 
e-aiise there are many et>inp!t:.v faelor.s at work in tlie 
economy, it is olien not obvious to the p(»licy analyst 
that he has the problem of control reversal. For that 
reijson. he coiihl unktmwiugly "crasii and luirn’' a 
key part of the cicoiumiy if lu- is not ver>' careful 

lire probletn can be ilKistratetl by an c.xainisialion 
(}f the ca.se of U. S. cxpi>rt rc'striclions on fermns 
.scrap imposed in 1973 and 1974, It appears that a 
ccmtrol reversal phenomcuofi may have occiirred i\\ 
that cjise without the awarene.s.s of the policy maker.s 
involved, Tl\e objective of the* vtvslrictifins placed on 
.scrap exports was to retard the outflow i>i' scrap to 
foreign users In mcler U> protect the .supply available 
for domestic u.sers and to reduce the level of scrap 
price increases that were ntherwi.se expected. The 
evidence suggests that, while it may have reduced 
the oudlow of .scrap. l)»e export re.striction may have 
acttially brought about domestic price jucrc'fi.vc.v 
greater' than would liave occurred if the outflow had 
remaiued umestrictetl. 

DEFENDING THE U. S. SCRAP SUPPLY 

Ccmvcnti(rt»al ectrnoinic.s a.ssuincs lluit for a given 
cicunand artd supply situation, there Is a price at 
which tfansaction.s will occur. If demand inerea.scs 
sir supply decreases, the trarrsaction.s pi fce will ri.se; 
if demand decrtnises or supirlv iiUTonses. the r>nce 
will Ml ‘ 

Likewisr*. il'vvo sogmenf a rnarkef iriti>t\v{jnrm()i'«‘ 
parts and re-strir-! tr‘iutsacti<ins iK'twt'on tfu-iii, t'aeh 
<)1 these segmented srihtnarkefs will have* a traiisiU;- 
tion.s price that Is determined by supply and demand 
in each .submar ket and iiKlcperuleiit of prices in 
tilhcr stduuar'kets. 

This conventional model is the lias is for a substan- 
tial amount of trade policy in countries throughout 

Business Isenuomics 
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the world; and it S'^neraUy holds, provided the sub- 
markets are imleetl separaleil imtl thul the separa- 
litu^ is more thiin tcuiporary. Tlu; U. S. scrap export 
restriotions of 1 973-74 may have huiod to meet these' 
two important provisos, as we shall explain. 

The impetus for imposing restrictions on the ex- 
port of U. S. ferron.s scrap came from the surge in 
scrap exports ami prices in late 15)72. U. S. steel 
producers argued tlnil scrap exports were creating a 
domestic scrap shortage an<l that foreign scrap 
Imyers were therehy raising the cnwl ofU. S. steel In 
domestic iiulustrci.'.s, adding to tl»e existing domestic 
indation problem, .A.llliough .scrap inclii.stry repie- 
sentatives argued against restricliug scrap expirrls, 
controls on tlm amount of scrap permitted tw he 
exported were imposed in early JU73 and Ijcgan to 
alfect the level of »:xporls before mid-year. 

Figure 1 simws the {luiu torly movement cd'the U. 
S. composite price for No, 1 heavy melting scrap, 
the dominant grade, hctvvtien 19fiR-I and 1976-IV. 
Tile increase tlunrig 1972 is clear. However, even 
iiKire clear is Unit, despite the imposition »>f export 
controls, the price ctaitinueti to vise at an iiccelerat- 
ing rate throughout 1973 and into 1974. Export con- 
trols were therefore continued into ,1974. for fear 
tliat rciiHJviiig ihinii would h^u! to even liiglier 
pjices. 


Figure 1 

U.S, Composite Price ol No. i Heavy Melting Scrap 



There was good reason for the fear. Following the 
imposition of export contnils, the export price of 
femms scrap soared even more rapidly than the 
domestic price. Although there is no data series tin 
export scrap price, reports in the trade press indi- 
cate that export purchasers were agreeing to prices 
stibstantlaHy above the domestic market level. As 
the principal supplier of .seiaj) for imich tif tlu: 
foreign steel iuJuslty, the U, S. sulistantiully re- 
duced the total supply of scrap !i]>road when it im- 
posed ex|x«t contnds. Caught lu-twcen rising thi- 
iitund (or steel aiul a .suddenly resit ieted supply of 
scrap, lorcign buyers xveie, not surprisingly, fight- 
ing over tlie available supply. 

Within the U. S., the scrap industry was eyeing 
the export market longingly, looking Ibr any oppor- 
tunity to partieip-dte in the higher price level.<; that 
prevailed there, trying to maintain inventories for 
.sale at even higher prices in the future. Domestic 
scrap consumers, on the other hand, were watching 
the export price level nervoii.sly. as it seemed to pull 
tlie domestic prk'c Inexonihly upward. Pig iron, 
which is a su!)stitute for scrap in some uses, moved 
upward in price only slightly in 1973, held back )iy 
government price control,s; but witlj the end of price 
controls in 1974 tlic price ufjiig iron sky-rocketed, 
more than doubling betsveen the first and fourth 
quarters from 878.7,1 to $158.59 per ton, even 
thougli total U. .S. .steel production was ofl’ during 
the last two (juarters ofthe year. By the end of 1974. 
domestic .scrap prices ha<l peaked und begun to ease 
along with the easing in steel pitulnction. 

With tlie pre.ssnre removed, scrap export rcstric- 
tion.s were lifted at the end of 1974 and tiormal 
export ti',ius;u ttons resumed. 'I'lie prevailing pi iei-, 
lujth doinoslic and export, in llie immtii.s .since has 
hc-cnsiil»stuntia!ly above the pro- 1973 level, yet al,su 
well l)eIo\v the level that prcvailctl during 1974 
when the c{)ntrois were in place. 

ASSESSING THE RESULTS 

Clearly, we cannot hfuine export restrictions for 
the incnn»sc in <lon\e,stic .scrap priai simply Ix-eause 
the rate ol price increase was higl> while tlie export 
restrictions were in eHect. However, if we look at 
some other readily available evidence, the case be- 
comes .stixingcr. 

SJshU. the econometric lorceastlng model of the 
U. S. .scrap market accpiircd Ijy the IJ. S. Depart- 
ment ol Coinmorix* in 197R. includes {lie 197.3-74 
export controls as a duuui]}' variaiile in its price 
deleruiinutmn e<juati..a. SKEH is luised on (jinir- 
U'riy data Uuk In 19.>S ;m<l iiieludes. in adilition {,< 
export eoutrols, six ollu-r e.spianatory vaiialilc s in 
the equation Ibr strap price detci luiu.iiiuu; 
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where SC’HP is the price <if No. I heavy melting 
.scrap. PSCR is the <i(ianlity of pm-cluiscti .scfap <1 p- 
live'icd to Kfiap ein»s\iHHTS, WPl i.s llu* HLS 
whclo.siilc price imtex. KNITI’ is the quantity oi'nci 
scrap exports, TDEM' is the ratio of eiirrcnt to 
iiumediivte h>turc aggrcgiitc U. S. scrap iletmmtl, 
INVR is the inventoiy coverage ratio, ami ER is the 
dummy varialile lor 1973-74 scrap export rcstric- 
The eqiialion is estiinult^l J>y lAVO-.slago lea*st 
S(^(un■<^s, yielding a Durbin- Watson slallsUc of 1.73. 
raienthc,ses enclose t-ratio.s for the coelRcients. 

With the solo exception of the dummy variable f(»r 
the export restriction, the .signs of the coefficients 
are alt cnnsi.stent with what conventional theory 
ivould lead us to ('xjU'cl. The lugged price vsniahle 
hu.s a po.sitivc eoeniloient and accounts for the 
greatest shv\ro of current price; the coefficient of 
A P.S('!1 is also positive, indicating that increa.ses in 
s»-nip ])!irchase,s tend to Inen'asT semp priee.s. S'imi- 
larly, the eoeiheient.s of\vlmle.sale price, net exports, 
ami asiticijuited .sera]) demand arc also po.silivc, 
while the civdiicicjjt ofthe inventoj-y coverage van- 
ahk: is negative — all as ss'c would expect. 

The sign of the wefficinnt for the e.xport restric- 
tion dunitny variahlc Is iwf what wo would normally 
expect. Imwever. Convontia! theory would lead u.s 
lo e.xpeel a negative coefficicrit. thereby imlle-alirig 
the anunmt by wi\ich the export restriction lowered 
the lu-ice ofsemp while it was in effect. But the value 
of the coefficicjtt i.s positive, not negative; and it 
occurs in every alternative furinulation when the 
export cJmtro! dummy, variable Is included. 
Moreover, when the export control dv.iniiny vuriabie 
is excluded from the erp.iation. it.s ability' to track 
price be!\avior in 1973-74 is greatly reduced. 

The conclusion tluit forces itself upon u.s is that 
cither (a) tlie imposition ofexport controls in 1973-74 
aclually raised ratlier than lowered U. S. dome.stic 
.sciap prices, or else that (b) the export control 
diuruny variahle is measuring not just the impact of 
export txmtrols but also of .some other unknown 
hictor orlacUu-.s that wetx* uj>rrali»igd»ringlho.s;um' 
pt'riod a!i<! which (Uflweigltcil the presumably nega- 
tive value of the export controls. 


WHY AND HOW DID IT HAPPEN 

ll inichl he argued thai tlu- value* of the dinmny 
variahle is really tlue tu the high export price of .scrap 
during tlse period, not t£) the export controls them- 


.selves. Hut w(»u!(l tiiiil !<*uve u.s with siguilicanlly 
different conchisicins? Not really, a.s wo can readily 

show. 

In the ahsenee of export conirol.s. iorc'ign and 
domestic .scrap aie {)arto{ thc.snni<‘ mavkcU and tltcir 
prices move es.sentially in harmony. Only when the 
espsHt controls were impo,se<l ilui a .siguineaul di- 
vcTgence IVoui their traditional ladalioiiship oTnerge, 
Tlierefon*. a5)y rll'ect on dome.stic scrap price that is 
attributed to foreign scrap price must iiUimately he 
altributt.^ to the expo)t re.striction itself. 

Nonethe!e.ss, the role nf e.xport prices may hold 
the key tu the miexpivted behavior of Hie market. 
TlwU key can Ije suuoned up in u single word — - 
expectations. It appears that both buyers and sellers 
of scrap intlu* U.S. failed to anticipate or u'cogni/.e 
the fsict that tlje tniditional relationship between 
clomc.stur prices and export prices could not he tnain- 
taiuod once exjwrt controls were applied. .Seeing 
export pricc.s sky-rcickel and (.'.vpertfug the domestic 
prices to remain in it.s nonmi/ reialionship to export 
prices, buyers and sellers may well have h(*eu let! 
a.slray i>y plairsihU* but naive rxpcetaliims o!' market 
behavior IjrtSed on prcs’ious cor^dition.s. 

Tlicre arc other (iu tors also at w ork that may have 
contributed somewhat to the po.sitive viduc ofthe 
dummy variable obsej-x'Kd in this cas<f, The.se in- 
clude the phasing out of cloinesi ic price contvol.s on 
portions of the dome.stic scrap .supply and reported 
xhortage-s of pig iron and of rail cars »t,sed to ship 
scrap. Further exiiiniuation of these iaclors Is .se- 
verely restricted by lack ofdsita; but it is very* doiiiit- 
fill that, either incUvicliially ni' collectively, ihev 
could uceonnt for .such a high positiv<* \ 41 h 10 unless 
())e impact of export controls was already near zero 
or slightly positive. 


CONCLUSIONS 

The evidence strongly .suggests that, rather than 
holding clome.stie prices down, the 1973-74 scrap 
export re.striction.s actually amsetl cl(!mc.stic .scrap 
prices to rise more tium would have been the case 
olhemlsc. Tlii.s is (on the basis (ir20-20 hindsight) a 
fiiirly cle.-u' lilustiation ofcontiol lev^T.sal" that was 
not iXTOgnized at the lime it oenured ami miglu 
•well lmvehce^lrept^atedi^.^im!!m•cil•cmn.sUmcc.shiul 
ari.sen again. 

It is important to;i.sk how .sm.b a |)ojic\ error could 
occur. The .siinj)le answer, indicated iit the begin- 
ning, Is that xinexpccteil !cc*dhiud< loop.s rsist in the 
;economy that an- olten igiuiied or iinrceogni/fd in 
- et»nventioual i*eoui)mie (heorv. In (his e;ise, ii up. 
pear.s likely that fec-dhack taxmi-red via (he price of 
foreign .scrap, which wa.s closely watclied by i>oH> 
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liuyers and sollers in the domestic scRip market. 
Naive expectatinu-s ora stalde iflationship between 
export prices and domestic prices prompted them to 
continue to hid up the domestic prktJ above the 
price that is likely to have prevailed in the absence of 
export controls, 

WlsctlH-r or not that is tlur putli of the feedback, 
the 1973-74 c.xpoi't couti'oison Icii'mi.s scrap uppeaf 
to have not entirely satislicd the two essential c<Hidi- 
lions given earlier for achieving the intended results 
of separating foreign and domestic semp markets 
and tlu‘rei>y liolilin'g down doine.stic .scrap prices. 
First, neither the scrap industry nor the steel indus- 
try really expected the controls to he permanent. 
Second, the small Imt persistent prospect that .scrap 
(ii-alers had o! tapping higher pricir.s in the export 
market and tlu; conviction by scrap consumers that 


foreign prices were ‘'pulling” domestic scrap prices 
upWiHtl both indicate that the domestic and foreign 
markets were never really completely separated. 

Two le.ssons emerge from this. One. greater atten- 
tion should be given by analyst.s in industry and 
government to the possible existence ol’ feedback 
loops which etxmonuc themy (and particiil.irly tiu- 
stiuuhu'd textbook sifUplihc-iHmis ol lhciiry) {;ul.s (u 
point out. Second, once a “reversed controls” sittia- 
tioii has been created and gone »mreeogni/,ed, the 
cha«ic*c.s ofwreaking expensive havoc on the a(lcct<‘d 
parts ofthe econo my iueliigh. If we accept theligure 
estimated in the SEER luodel, tlie U. S. steel itjdiis- 
try (and the U. S. economy in general) spent approx- 
imately $2 billum more for fenxjus .scrap in 1973 and 
1974 than it wcnild have without scrap export rcstric- 
tinns. 
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TESTIMONY OF ROBERT J. STEVENS 

CEO, IMPACT FORGE, INC., COLUMBUS, INDIANA 
President, Emergency Steel Scrap Coalition 

BEFORE THE U.S. HOUSE OF REPRESENTATIVES, COMMITTEE ON 

SMALL BUSINESS 

"Spike in Metal Prices: What Does It Mean for Small Manufacturers?" 

Mr. Chairman, Members of the Committee, thank you for the opportunity to 
testify here today. I am Bob Stevens, CEO of Impact Forge in Columbus, Indiana, 
and President of the EMERGENCY STEEL SCRAP COALITION. Eighteen 
years ago my partners and I started our Green Field business in the basement of our 
home with the help of a Small Business Adminisfration Loan. We later saved three 
failing forging businesses and grew to 950 employees but we are now at 530. I am 
sorry to report that U.S. companies are facing a dire situation due to the sharp 
increase in scrap and steel prices. Companies are defaulting on their contracts, and 
suffering heavy and growing losses. We are facing a crisis in many critical 
American manufacturing sectors, and something must be done right away. In my 
testimony today I would like to address THE PROBLEM, THE CAUSES, THOSE 
WHO ARE AFFECTED AND THE SOLUTION. 

A. The Problem 

I have provided the Committee with a one-page set of charts that illustrate the 
problem in a nutshell: steel prices are skyrocketing, due to rising U.S. steel scrap 
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exports. (Refer to chart.) The problem of scrap and steel prices has been growing 
for some time, but its scope and extent is just now beginning to be realized. Steel 
scrap prices have grown astronomically and are at or above $300 per ton, 
according to industry reports. 

B. The Causes 

The primary causes of this problem are clear; 1) Steel scrap exports from the 
United States are increasing, due to surging foreign demand, 2) At the same time 
other countries are limiting or even prohibiting their own scrap exports. This 
fundamental market imbalance must be corrected. 

U. S. steel scrap exports have almost doubled since 2000, rising from 6.3 
million tons in 2000 to approximately 12 million tons in 2003. This constitutes a 
substantial increase in steel scrap exports, both absolutely and relatively, to 
domestic supply - which is relatively inelastic. Meanwhile, U.S. domestic scrap 
demand has remained steady since 2000 and is increasing as the U.S. economic 
recovery improves. 

In particular, China and South Korea are purchasing greatly increased quantities 
of U.S. steel scrap. Although more than 50 different countries purchase U.S. steel 
scrap exports, these two countries alone account for approximately half of all 
exports. China purchased 3.3 million tons and South Korea more than 2.5 million 
tons of U.S. steel scrap in 2003. 
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At the same time these countries are buying all the scrap they can get, many 
countries are now imposing their own barriers to steel scrap exports. Russia has 
imposed an export tax on steel scrap for several years; the Ukraine had a tax, and 
now has a complete ban, on scrap exports. This has removed millions of tons per 
year of steel scrap from the world market. Last week, Korea - the same Korea that 
bought 2.5 million tons of our steel scrap last year - closed the door on all steel 
scrap and steel rebar exports, period. There is no "free trade" here, and no level 
playing field. 3) Exports are the primary cause of the problem, but I note that there 
is an important secondary cause that is equally troubling - the transfer of U.S. 
manufacturing operations abroad. When an auto parts plant or manufacturer 
moves abroad, that also means that the “prompt” steel scrap generated from that 
factory moves abroad as well. So when our manufacturing economy lost 2.8 
million jobs in the last three years, part of the related cost was a loss of future steel 
scrap and other recyclables. Our economy has been hollowed out for years by 
dumped and subsidized exports and the transfer of companies overseas. We are 
only now seeing the results of that sustained decline in the permanent loss of 
American jobs. 

C. Who Are Affected 

Steel scrap is an essential manufacturing component; all steel mills use it and 
for minimills it is their primary raw material. Foundries and other manufacturers 
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also melt scrap to make liquid steel. And I do not need to tell this Committee that 
steel is fundamental to our manufacturing economy. For every steel- 
manufacturing job, there are 59 jobs in the downstream steel consuming industries. 

The sharp steel scrap price increases and the tight supply problem are having 
significant, harmful effects on all manufacturers, buyers and consumers of steel or 
steel products. When we have sharply higher prices for steel products such as 
sheet steel, plate, structural steel beams, reinforcing bar, and, bar products, we 
threaten the viability of all metal working industries including: construction, 
automotive manufacturing, appliance manufacturing, forging, foundries, military 
ordinance, etc. 

This is a nationwide problem that affects the jobs of millions of Americans 
across the entire country. This is not a Republican or Democratic issue; this is an 
American issue that needs to be solved quickly. The problem started last spring 
for our company and 1 testified before the Department of Commerce in July about 
the steel price increases and scrap surcharges caused mainly by U.S. steel scrap 
exports. Since January 1, 2004, our company has been hit by steel surcharges 
amounting to $10,000 per day. These surcharges are based upon the prices of 
scrap in the 4*'’ Quarter of 2003. Due to the rapid scrap price escalations in 
January, February and March, we expect the steel scrap surcharges starting next 
quarter, to be approximately DOUBLE or $20,000 per day. 
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We camot afford to absorb these increases as our customers also demand 
annual price reductions and at the same time our health care costs for our workers 
continue to increase. Therefore we are in negotiations with our customers to either 
pay the steel surcharges or we will be forced to stop shipments — these are the 
same terms mandated to us by our steel suppliers. 

NOTE: A conservative increase of $.05/lb. times 2,000 lbs. of steel per average 
vehicle times 16.7 million vehicles means a $1.7 billion increase in the price of 
vehicles per year without any benefit. In other words, pure INFLATION. 

D. The Solution 

I have helped to form the EMERGENCY STEEL SCRAP COALITION to 
address this crisis, and to try and solve it. Our coalition includes a diverse group of 
steel scrap consumers and steel users, including construction companies, parts 
makers, forgers, foundries, and many others. My message to Congress and the 
Administration today is that we need help, and we need it now. I hope that other 
companies will join us, by signing up at www.scraDemergencv.com. 

Existing U.S. law provides a potential remedy for injurious increases in steel 
scrap exports: the temporary imposition of export restrictions by the U.S. 
Secretary of Commerce. According to the law, Commerce may prohibit or curtail 
the export of scrap, if several conditions are met. To simplify, you need to show 
that scrap exports have increased, that domestic prices have increased, that the 
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exports caused the increase, and that there has been significant harm to the U.S. 
Economy or domestic industries as a result. 

As I think this hearing will help demonstrate, all of those tests are met. And the 
harm to our economy and our manufacturing base is growing every day. 

Mr. Chairman, filing this petition is not something we would do lightly. But 
desperate times call for desperate measures. Even a Department of Commerce 
investigation, which I am told can take place in a matter of months, may take too 
long for many U.S. companies. 

I emphasize that our Coalition, like this Committee, needs a rapid solution to 
this crisis before the damage worsens. I look forward to working with the 
Committee, with others in Congress, and with the Administration, in order to end 
this crisis. 

Thank you. I would be happy to answer any questions. 

12179845.1 
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Chairman Manzullo and members of the House Committee on Small Business, thank you 
for your invitation to testify today concerning the impact of steel prices on small manufacturers. 

The United Steelworkers is deeply concerned about the health of the small 
manufacturers, as well as the primary metals sector. Our Union represents over 600,000 
members in the United Stales and Canada who work in virtually every sector of the economy. 

The manufacturing sector has been under enormous pressure. Since January 2000, the 
U.S. has lost almost three million manufacturing jobs. The USWA supports a wide range of 
initiatives to help U.S. manufacturers, such as tax credits to reward employers that retain 
manufacturing jobs in the U.S., targeted tax credits for investment, training programs, and efforts 
to make health care more affordable. 

Domestic spot steel prices for the largest product categories have indeed risen about 40% 
since July 2003. However, it is important to keep this in perspective. The recent price spike takes 
place against a backdrop of unsustainable 20-year lows during the depths of the steel crisis. The 
current prices are now in line with their historical 20-year averages. Steel prices are still among 
the best bargains among manufacturing inputs. 

The recent rise in prices is in all likelihood temporary and due to a number of factors, 
including rising input costs, reduced inventories, reduced steel-making capacity and the decline 
of the U.S. dollar. 

Both integrated steelmakers (those that produce steel from blast furnaces using iron ore 
and coke) and mini-mill steelmakers (those that produce steel in electric arc furnaces using steel 
scrap) have faced sharp increases in raw material and energy costs. 

For integrated steelmakers, iron ore prices have jumped by almost 20% in 2004, coke has 
been in short supply, and natural gas costs have climbed as much as 70% from 2002. 

Steel scrap prices are historically volatile; falling during period of slow demand and 
rising sharply during periods of recovery. However, this volatility has now accelerated due to 
additional demand and increased scrap exports, particularly to China. 

As a result, electric arc furnace producers have experienced a 90% increase in steel scrap 
prices, from $99 per net ton in July 2003 to $188 per net ton in February 2004, and 225% 
increase from the low point of $58 per net ton in November 2001. Mini-mills have been forced to 
pass this onto customers through special surcharges of as much as $100 per ton. 

In addition, the decline in the U.S. dollar and the recovering global economy have made 
steel imports more expensive. For example, the domestic price of hot-rolled steel has increased 
by 13% since January 2000, while the average import price has climbed by 19% over the same 
period. 
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Domestic inventories are also at low levels. There is evidence that steel users “de- 
stocked” or drew down inventories during the last year and one-half and that the recent price 
increase is due to this inventory correction. 

The steel price environment has also been affected by the loss of 12-15 million tons of 
domestic steel-making capacity that remains idle or shutdown. 

1 take no satisfaction in noting that the USWA warned policymakers that unless our 
nation’s trade laws were enforced, the United States would lose a substantial portion of its steel 
making capacity, which would create just such an atmosphere in which prices would rise sharply 
during periods of strong demand. 

While the USWA does not seek to minimize the difficulty of these price increases for 
small manufacturers, they are temporary. The manufacturing sector needs the attention of 
policymakers to regain its competitiveness and stem the loss of domestic jobs. Attempts to assist 
small manufacturers by intervening to artificially lower steel prices, however well intentioned, 
would hurt the domestic steel industry, which has yet to return to profitability, and ultimately 
injure the very small manufacturers we all seek to help. Some have suggested that U.S. trade 
laws be relaxed to increase steel imports and lower import prices. I cannot overemphasize how 
disastrous such an approach would be. Unfair trade has contributed directly to the destabilization 
of domestic steel prices. Unfair trade should not be rewarded. 

It is important to note that the steel industry has suffered massively during the 1 998-2003 
period. The industry suffered nearly $11 billion in net losses. Forty-four steel companies have 
filed for bankruptcy protection since 1997 - including nine since just 2003, The price of hot- 
rolled steel, the industry’s largest volume product fell by 40% to 20-year lows. 

But in particular importance to our Union, 55,000 steelworkers and iron ore miners lost 
their jobs, The Pension Benefit Guaranty Corporation (PBGC) initiated distress terminations of 
the defined benefit pension plans of 16 steel companies, involving over 250,000 participants and 
over $7 billion in unfunded guaranteed pension benefits. And most tragically, over 210,000 
steelworker retirees, widows and their dependents have now lost their health care benefits. 

The steel crisis has exacted an immeasurable toll on active and retired steelworkers and 
their communities. The President's safeguard tariff remedy provided the industry with much 
needed breathing room. The industry is on its way to recovery and is undergoing a sweeping 
consolidation not seen since the formation of U.S. Steel over a century ago. 

After the events of the last six years, the recovery in steel prices is necessary if the 
industry is to provide a return for shareholders and workers, attract capital investment, and 
continue to grow so that it may remain a reliable low-cost supplier for the manufacturing sector. 

Thank you for the opportunity to present the views of the United Steelworkers on these 

issues. 
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House Committee on Small Business 
“Spike in Metal Prices: What Does it Mean for Small Manufacturers?” 
March 10, 2004 

Prepared Remarks of Mrs, Barbara Hemme, Corporate Secretary/Controller, 
Youngberg Industries, Belvidere, IL 


Chairman Manzullo, Ranking Member Nydia Velazquez, and members of the House 
Small Business Committee. Thank you for the opportunity to discuss the effects of metal 
prices on small manufacturers. 

I am the Corporate Secretary and Controller of Youngberg Industries, a family owned 
business started in 1947. We are a job shop, specializing in vacuum furnaces and general 
fabrications. Just a few short years ago we were one of the largest employers in 
Belvidere, Illinois. Our company had over 90 employees, and we were enjoying a 
reasonable profit. Five years ago, that began to change. We witnessed profit erosions so 
severe that we laid off many of our workforce, bringing our total number of employees to 
62. NAFTA and the recession were a major cause of the decrease in sales and profits. 
Generally, steel welders and fabricators are one of the first types of industry to feel 
economic upturns and downturns. Recent history has been no different. 

In the third and fourth quarter of 2003, sales began to increase. We felt the recession was 
over and we could get back to a comfortable profit margin. When the steel tariffs were 
removed, quotes for steel price increases and surcharges began coming from the steel 
distributors. Steel prices are doubling and tripling. In addition, the steel service centers 
are decreasing the amount of time that we have to pay for steel. In the past we received 
45-60 day terms. Current terms are now 15-30 day terms, with some steel distributors 
even asking for prepayment before they will accept the order. At first glance, that may 
not seem unreasonable. However, a vacuum furnace can take 12-16 weeks to build, and 
then our customers take another 60 days to pay. With the steel distribution centers asking 
for these types of payment and our customers extending out our payments, the small 
manufacturers are doubly hurt - once through increased prices and secondly through loan 
interest fees that are charged as we borrow against larger and larger lines of credit. We 
cannot always pass the steel increases on to our customers, as some contracts were 
written before the steel prices started to escalate. 

In addition to price increases, we are now experiencing material shortages. Our 
purchasing department often has to call several service centers to find plates. The service 
centers tell us they are having trouble getting steel. We are told that raw slab steel is 
being sent to China, along with scrap, coke, and coal. This limits the amount of steel 
available to US producers. There is a limited supply of T-1 plate, which we’ve heard is 
being used by the government for protecting our military. We support the government in 
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this use of steel, and do not wish to see any changes to the war effort’s priority. However, 
this does create a shortage for us, which affects sales to our second largest customer. 
These shortages and price increases do not only affect our company. When word got out 
in the Belvidere/Rockford business community that I was testifying today, I received 
numerous phone calls from other companies who utilize steel in their industries. These 
other business are all feeling the exact same effects of operating in this economy, and 
asked me to share their concerns with you. They are doubly concerned - once because of 
the increase in steel prices, which may cause several of them to close their doors, and 
twice because they are concerned that we will need to close our doors, and in many cases 
we are their largest customer. 

There is no simple solution to this issue. However, we would like to present our thoughts 
on this matter. 

First, we need the government to take some type of action now. With these types of 
increases and shortages, it will be a matter of weeks before some companies go out of 
business. An immediate tax on scrap and steel exports would help keep some of the steel 
here in the United States. We carmot afford to have all our raw materials shipped to 
China. Russia, Ukraine, Venezuela and Belarus have already imposed taxes on steel 
exports to protect their steel industries. The United States should take similar action. 

Second, we need to equalize trading between the United States and other countries. All 
companies are in business to make a profit, but why are we sacrificing US profits to 
foreign entities? Why not penalize American companies that do business in foreign 
coimtries then ship back to the United States through taxes or tariffs? 

Third, Americans still need jobs. Many people say we are a post-industrial society, and 
will no longer need manufacturing. We will still have many citizens who will need to 
work with their hands. The United States has many highly skilled laborers, especially in 
the secondary markets, that take pride in the products they produce and the services they 
provide. Perhaps the government could do more to encourage the small, entrepreneurial 
businesses in this country to hire and train general laborers through grants and loans. The 
process would need to be simplified. Small business owners tend to want forms and 
documents to be simple and straightforward. Many in Belvidere still do business on a 
handshake, where everyone knows everyone else. Complexity just compounds the issue. 
Grants and loans could also be provided as subsidies during this time, allowing small 
business owners the opportunity to buy faster equipment to help us offset the rising steel 
costs. We have seen this done in other industries when a fiscal crisis has occurred. Now 
is the time to assist small businesses in the steel industry. 

Fourth, we need to do something as a country about health care. After steel costs, the 
next largest invoice every month is for health insurance. Our competitors in other 
countries do not have to pay these costs, making them more competitive. 
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Fifth, ease government regulations on small businesses. This would allow small 
manufacturers to decrease costs in other areas, making it easier to deal with material price 
fluctuations. 


I beseech you, members of this committee and of Congress, to take immediate action to 
control the steel price increases and the export of steel and scrap to foreign countries. It 
is companies like ours that are the backbone of this country. With your help, we will be 
able to stay in business and contribute to the economy for years to come. 

Thank you very much for the opportunity to present our issues and resolutions to this 
committee. 

Respectfully submitted. 


Barbara R. Hemme 
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Barbara R. Hemme 384 South Avenue 

(847) 683-9551 (Home) (847) 638-7444 (Cell) (815) 544-2177 Hampshire, IL 60140 


PROFESSIONAL ACCOUNTING EXPERIENCE 


Corporate Secretary/Controller - Youngberg Industries 2001 - Present 

Director of Finance /Chief Accountant 

- Digital Innovations, Eli’s Cheesecake 1999 - 2001 

Direct all accounting functions. Manage ongoing bank relationships and banking 
activities as well as daily cash management. Develop budgets and maintain sales, 
cash and strategic business forecasts and projections. Direct accounting, general 
ledger, credit and collections, invoicing accounts receivable, and accounts 
payable.Maintain perpetual inventory systems and direct yearly physicals. 
Implemented EDI for major retail customers. Implemented ERP systems in each 
company. Analyzed and adjusted standard costs and factory overhead rates. Built 
and maintained Access databases to capture and report various financial data to 
interested parties. 

Assistant Controller- Cahner’s Direct Marketing Services 1996 - 1999 

Directed revenue and cost center analysis; developed sales staff compensation 
plans and managerial bonus plans; monthly compensation reporting and analysis; 
management budgets and reforecasts; management compensation reports; 
developed two billing systems; acquisition analysis and restatements; directed 
general ledger and month end close processes; supervised professional staff of 5. 

Financial Analyst - Abbott Laboratories 1991 -1996 

Produced domestic apportionment factors; direct and negotiate tax audits, tax 
estimates, extensions and returns. Also responsible for analyzing and maximizing 
state credits. Directed analysis, revision, and documentation of all accounting 
procedures related to Abbott Mfg. Inc.; administered development and installation 
of new information systems computer billing system; consolidation of three 
manufacturing ledgers; consolidation of other manufacturing costs; and monthly 
financial reporting package pages, including board package commentary; provide 
accounting support for two cost centers including preparation of monthly Flash 
and Actuals review packages; latest-best-estimate preparation and commentary; 
analyzing pricing for International Legal Dept.; preparing subsidiary tax package; 
and handling special projects as requested by management. 


TEACHING EXPERIENCE 


Adjunct Faculty 

William Rainey Harper College, Main Campus and Jan, 2002 - Present 

Northeast Center 

Taught Introduction to Sociology and Introduction to Social Psychology 
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EDUCATION 


De Paul University, Chicago, Illinois, MA, Sociology, June 1998 
De Paul University, Chicago, Illinois, BA, Liberal Arts, June 1995 
College of Lake County, Grayslake, Illinois, AA, Liberal Arts, May 1993 


UNPUBLISHED MASTER THESIS 

“The Effects of Television on Youth Life Skills”, 1998. 


CONFERENCE PARTICIPATION 

Illinois Sociological Association Annual Meeting. “Teaching Introduction to Sociology: 
Tips and Techniques.” October 2003 

Illinois Sociological Association Annual Meeting. “Tweens and Television”. October 
2003. 


PROFESSIONAL AFFILIATIONS 

Financial Executives International 

Alpha Kappa Delta - International Sociology Honor Society 
Illinois Sociological Association 
Midwest Sociological Society 
American Sociological Association 


SERVICE TO THE COMMUNITY 


Board of Directors - Rock River Valley Girl Scout Council 


2002-2003 





122 


March 3, 2004 


Distinguished Committee Members of the U.S. House Committee on Small 
Business: 


I would first like to express what an honor it is to be here before you today and 
my appreciation for the invitation to discuss the urgent matter of spiraling steel 
pricing and the impact on small and medium sized manufacturing concerns. 

My name is Kyle Martinson, and I am Director of Purchasing for Revcor 
Companies. Inc., in Carpentersville, Illinois. I have a Bachelor of Science degree 
from Oklahoma State University and am recognized as a Lifetime Certified 
Purchasing Manger by the Institute of Supply Management. We are located 
approximately 45 miles northwest of Chicago along the Fox River. Our company 
has an injection molding facility in Holtom City, Texas, and a small assembly 
plant in Juarez, Mexico. Total employment throughout our company is 
approximately 700 people. My comments today will address activity at the 
company headquarters facility in Carpentersville where we manufacture 
component parts and assemblies to service the HVAC market (heating, 
ventilation, and air conditioning). 

In my twenty-six years of experience, I have purchased steel both mill direct and 
through service centers. At Revcor, our steel purchases are made through steel 
service centers. These companies slit master coils into smaller coils that we are 
able to utilize in our manufacturing, they inventory and provide J.l.T. (just in time) 
delivery, as well as provide metallurgical support and advice when requested. 
They also inventory slit coil and provide consigned materials when requested. 

As to volume, in 2003 we purchased approximately 5700 tons of slit coil stock 
(primarily galvanized) and approximately 800 tons of cold drawn bar stock. 

These purchases represented a total dollar expenditure of approximately $5.7 
million dollars. 

Today’s metal buyer is faced with market conditions not seen during my career. 

It might be useful to recap how we find ourselves where we are from the 
perspective of my side of the desk. Recent events date to back to the current 
administration’s implementation of what have become known as the Section 201 
tariffs. Almost seemingly overnight, steel prices for slit and delivered coil stock 
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rose 1 5% or more for those buyers who could even find it. The industry felt the 
implementation of these tariffs was necessary in order to allow the domestic 
industry to become well financially and to even the playing field against off shore 
competition. 

Fast forward to November of 2003 when the decision was made to lift the tariffs. 
No one expected pricing to drop. Demand was relatively high. Great Lakes were 
closing soon so off shore tonnage would be limited, and pricing gains the industry 
had gained, they should be able to retain, and the weakened dollar meant foreign 
sources could sell their product elsewhere at higher margin. 

We at Revcor Companies, Inc., began putting our metal buy for C2004 together 
in October of 2003, The final product of these negotiations was an anticipated 
significant savings for C2004 versus C2003. Our agreements were “firm price” 
for a specified period, the minimum 6-month of C2004. We had allowed for price 
relief, if necessary, semi-annually, and pegged to a +/- movement for the product 
per the Producer Price Index. 

Less than two months later, these agreements were voided, “Force Majeure”. A 
combination of coke shortages, energy costs, and scrap metal shortages and the 
industry felt it necessary to implement surcharges. We are being instructed by 
our suppliers to sign acceptance of these surcharges before steel will be 
released. We have suppliers asking for our purchase orders for April delivery, 
but they cannot tell us what the steel will cost. We having pricing agreements 
with our customers who are telling us they cannot and will not pay higher prices 
than those previously agreed upon. We are in the process of attempting a direct 
pass through to our customers of these surcharges. 


With regard to the rise in scrap shortages and the shortages of available scrap to 
those steel mills with electric furnaces. It is my understanding that the steel 
industry, by law, has been declared “national defense critical”. Flow can we allow 
scrap to be exported to China for big bucks when the domestic industries tell us 
there is a shortage that drives these surcharges? I am all for business 
maximizing profit where possible, but gouging is an entirely different matter. 

Further, as I write this, I see an announcement that ISG has acquired the assets 
of Weirton Steel. Now, to summarize, ISG has acquired the assets of LTV, 
Bethlehem Steel, Acme Steel, Weirton, (and other smaller), U.S. Steel has 
acquired the assets of National Steel. It would seem we have two players now 
controlling a major portion of domestic steel production capacity. Aren’t there 
any anti-trust issues at stake here? Two companies now control 50% or more of 
the domestic steel production capacity. 

The situation has now become instead of buying steel off shore, complete sub 
assemblies and components are now being bought off shore. The 
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implementation of these surcharges will only serve to further this process. And 
along with this, go American jobs. We at Revcor are being forced to begin 
exploring increased off shore sourcing in order to remain competitive. 

American industry can compete. But before we granted favored nation trade 
status to China, shouldn’t we insist they allow their currency to float 
internationally with other currencies instead of being propped up and supported 
by their central government? Doesn't this amount to a subsidy by the Chinese 
government? 

The last comment I would like to make is the perceived arrogance of the U.S. 
steel mills. As we sit here, contracts and supply agreements are being voided 
and handed back to customers. The major integrated mills feel it necessary that 
since the electric mini mills have higher surcharges, that they need higher 
transaction pricing. So, even on orders they are late, pricing will be PIE (price in 
effect at time of shipment will apply). Surcharges are one thing, our customers 
may not like them, but they are aware of them, and we can more successfully 
pass these charges along. Transaction pricing is entirely different, these are 
negotiated between you and the supplier, increases here, you are forced to 
absorb. 

On the not too distant horizon the rumor mill is already cranking out the 
possibility of fuel surcharges this summer on your steel deliveries due to higher 
fuel costs. When does it end? 

My father, Harold Martinson, the son a Danish immigrant, taught me the value of 
a hard days work, your word is your bond, and when you feel you have nothing 
else, you always have your family name. Never, do anything to bring dishonor to 
your family name. These traits are not apparent in today’s steel market. 
Agreements negotiated in good faith are being voided, and to add insult to injury, 
you are told to sign paperwork agreeing to the new pricing before shipment of 
your order will be made. Over the past 26 years, many agreements were 
reached with a handshake and a purchase order, this is no longer the case. Why 
should we the consumer be asked to agree, when our original purchase order is 
not worth the paper it is written on? Because, if we don't, we don’t get the metal 
we require to manufacture our product. 

To summarize, at Revcor Companies, Inc., our major concerns are; 

• Availability, will we be able to get enough metal to meet our production 
requirements 

• Pricing, can we afford the metal on order, and will we be able to pass 
along any of these force fed increases. 

• Information, we have orders for April delivery that we have absolutely no 
idea how much we will be paying for this material. 
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• Jobs, as I mentioned earlier, before long, off shore steel will be the least of 
the domestic mills worries. More and more, the components and sub 
assemblies made from both foreign and domestic steel will be sourced in 
countries other than the United States. 

• Additional surcharges being implemented for fuel. 


Thank you once again for your time and this opportunity. Any relief and or advice 
as we proceed to muddle through this chaotic metal market will be greatly 
appreciated. 

I will try, to the best of my ability, to answer any questions you might have. 


Kyle R. Martinson, C.P.M. 
Director of Purchasing 
Revcor Companies, Inc. 



126 


Trilla Steel Drum Corporation 
2959 West 47”’ Street 
Chicago, IL 60632 
800-669-DRUM 

HEAEING ON SPIKE IN METAL PRICES: 

WHAT DOES IT MEAN FOR SMALL MANUFACTURERS 

Testimony of Lester Trilla, President 
Trilla Steel Drum Corporation 

Before the 

House Committee on Small Business 
March 10,2004 

Introduction 

Good morning, Mr. Chairman, members of the Committee. Thank you for the 
opportunity to appear before the Committee today to discuss the impact of the steel pricing crisis 
on my company. I particularly want to thank you, Mr. Chairman, for your leadership in support 
of small and medium manufacturers in this country, for your stalwart support of our successful 
effort to remove the steel tariffs from our lives and for being supportive of small businesses in 
America by holding this hearing. 

My name is Lester Trilla. I am the President and CEO of Trilla Steel Drum 
Corporation, with locations in Chicago, Illinois, and Fenton, Missouri. Trilla is a leading 
manufacturer of new steel drums used in the filling and transportation of a hazardous materials, 
food, and many other products. Trilla has been a family-owned, family-run business for three 
generations. 

I’ve traveled to Washington today to tell you about the problems that my 
company - and my industry - is facing in light of the pricing and supply problems with steel. 
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The Price Of Steel Has Skyrocketed 

Over the past two months, the price of steel has skyrocketed beyond our belief- it 
is even worse than the situation we faced when the steel tariffs were initially imposed almost 
exactly two years ago. We buy domestic steel at Trilla Steel Drum. Our steel supplier informed 
us within the last three weeks that they will not honor quoted prices, but will determine the price 
of an order by the market price in effect at the time of shipment. Basically, they are rescinding 
all price agreements. When we asked how they were going to determine this “price at the time 
of shipment,” the company’s representative told us that he was not sure because they did not yet 
have a system in place by which they could do daily pricing changes. This is a seller’s market 
like we’ve never seen before. 

Our steel supplier also informed us that they were raising our base pricing for an 
indeterminate period of time to $25.00/cwt for cold-rolled steel ($500 per ton). This is a 30 
percent increase over the already high prices we’ve been paying. On top of that, they have 
imposed a new $30 per ton raw materials surcharge. Thus, while we were paying $390 a ton in 
December 2003, we are currently paying $530 a ton. We have been told to expect that steel 
prices will be in the $680 per ton range in April. The most recent spot price quotes I have 
received are for over $850 a ton — almost three times what I was paying five months ago. 

These rapid and unexplainable price increases are devastating to our business 
which always runs on very tight margins, and where cold-rolled steel is our principal raw 
material. Steel makes up 45-60 percent of the cost of making a steel drum. When you include 
components, steel makes up 60-70 percent of our costs. 
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The fact that our steel supplier will not honor a quoted price or let us know how 
much we will end up paying until time of shipment adds tremendous uncertainty to our business. 
So much uncertainty, in fact, that if we had a choice, I would have to look elsewhere for steel. 
We have quoted prices to our customers and we must honor those prices, both because we are 
committed to keep our word, and because our customers could very well walk away from us, 
simply refusing to pay prices they had not agreed to. They have already balked at the 
significantly higher prices that were necessitated by steel tariffs - we lost 30% of our 
longstanding customers when we imposed a 20% price increase in response to the steel tariffs 
last year. We are concerned that we will lose still more customers when we have to raise prices 
again. 

But Trilla simply cannot absorb these huge cost increases, and we have notified 
our customers that we must raise our prices for orders placed after March 15. This is unfortunate 
- we can only hope that our customers understand the squeeze that we are in and won’t go to 
alternative suppliers or alternative containers. 

The Supply Problem Is Threatening to Destroy My Business 

Furthermore, apart from the problem of increased steel costs, we are faced with 
unavailability of steel supply. Steel is my chief raw material. We use 1 1 different sizes of steel. 
Without a steady and reliable supply of these products, 1 cannot produce steel drums that my 
customers have ordered. 

At the prices we are being quoted, there should be more steel produced, but this is 
not the case. Last month, our steel supplier cut the volume of steel they would supply to us 
without consulting with us. The volume they say they will supply (and who knows, in these 
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times, if they will really supply what they’ve said) is inadequate for our needs and we have no 
place else to go for more steel. We must maintain a two-week level of inventory or more, but in 
February, I was already facing a major shortage of five of the eleven sizes of steel that we need, 
and completely ran out of one size. This will force me to cut back on my production. 

There Are No Alternative Sources Of Steel Available To Me 

Faced with the bleak supply picture I just described, we contacted two other 
domestic steel mills in our area, but to no avail. Everyone seems to be short of steelmaking 
materials and domestic steel producers seem to be either unable or unwilling to sell to new 
customers. Steel warehouses do not have steel because they are not being supplied by their 
sources. We have contacted the foreign steel mill that we used to do business with before the 
imposition of the steel tariffs, but they won’t even return our calls. Their disappearance from the 
market is a lingering result of the steel tariffs. 

The steel tariffs forced us to buy our steel from domestic mills. They opposed our 
requests for product exclusions that would have allowed us to import the steel we need. Now 
that the tariffs, thankfully, are lifted, the domestic mills will not fill our needs and foreign mills 
will not return our calls. We have no place to go for steel. 

Conclusions 

Trilla Steel Drum survived the steel safeguard tariffs but others in my industry did 
not. I am aware of at least two other steel drum companies that have written to this committee, 
seeking any form of help that might be had to alleviate the crush of steel prices and short supply 
is having on our industry. It is increasingly clear that the future of any small business in the 
United States that relies on steel as a raw material has a tougher road to hoe than ever before. 
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We are in a global market that requires us to be more competitive and lower cost than we’ve ever 
been. We cannot survive if our steel supplies are limited by government action of any kind. 

Small business needs help right now. For starters, we’d benefit from a suspension of all trade 
restrictions on steel imports until the current crisis has abated. There is no way steel companies 
are injured right now from imports that the steel companies can’t supply. 

Thank you very much for the opportunity to share my views with you. I would be 
pleased to respond to your questions. 
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“Spike in Metal Prices: What Do« it Mean for Small Manufacturers?” 
March 10, 2004 


Mr. Chairman, I’d like to thank you for the opportunity to submit testimony at 
today’s hearing. The present price of steel is a serious matter facing the nation’s 
steelmakers, manufacturers, and consumers. I welcome the opportunity to discuss this 
important issue before the Committee. 


Several market forces are contributing to what amounts to a “perfect storm” in the 
steel industry which has driven steel prices up. Increased demand for steel is one obvious 
market force— -as the demand goes up, so goes the price. Raw materials and other input 
products have also shot up in price before they reach the steel producers, driving up steel 
production costs. Coal fires have disrupted domestic coke supplies, exacerbating the 
more serious problem of China restricting its coke exports. Energy prices have risen. 
Alloys are more expensive, and the market has driven the price of scrap up higher than 
any time in recent memory. 


In fact, in just the few weeks since the end of the third quarter of 2003, the spot 
prices of many raw materials essential to basic steel making have been driven up. Coke, 
for instance, has risen about 300 percent, while alloys are close behind at an increase of 
just slightly under 300 percent. Scrap metal has shown a jump of roughly 1 80 percent 
and coal is up roughly 160 percent. In addition, the cost of ocean freight, the basic mode 


PA(^ MADE OF RECYCLEO FIBERS 



132 


of transportation for these raw materials to be transported to or from the United States, 
has more than doubled since the third quarter of 2003. However, the nation of China can 
be cited as one of the biggest single contributors to the rising price of steel over the last 
few months. 

China’s rapid increase in steel production capacity has made many steel inputs 
scarce. Put another way, demand for steel and steel inputs is as high as it has been in 
recent memory. Steel capacity in China has increased to 250 million tons in 2003 from 
100 million tons in 2000. Compare this to the roughly 100 million ton capacity that the 
United States currently has on-line, and it becomes clear that an enormous amount of raw 
materials are necessary to support this kind of production. China is buying up all the 
available scrap steel they can, creating scarcity and almost single handedly fueling the 
dramatic price increase in domestic scrap steel. 

China is also drastically increasing the amount of traded steel it consumes. From 
2001 to 2003, Chinese steel consumption increased roughly 70 percent, compared with 
the rest of the world increasing only 5 percent. In fact, China’s increase in steel during 
this time period is roughly half of the total consumption of steel in the United States for 
2003. Again, China is creating scarcity that is driving up steel prices. 

The effects of China’s steel consumption are unfortunately being felt here at 
home. However, perspective is important when considering the recent rise in steel prices. 
The Times of Northwest Indiana, my local newspaper, recently reported that the price of 
steel in new cars could double to $1,350 due to these recent increases. Yet this increase 
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sounds much larger than it actually is. When you look at this figure more closely, it 
means that a price of the steel in a car has risen $675, This represents an increase of only 
2.25 percent on the mid-level $29,985 Ford Explorer SUV*. I would argue that this 
represents an almost negligible increase for the ultimate consumer of that vehicle. 

I would also like to point out that steel consuming industries have benefited from 
the steel market in the past. Many steel consuming firms built their business plans on 
unsustainably low steel prices, entering into long-term contracts based on prices that were 
bound to rise with the market. Between June 1 997 and December 2001 , Bureau of Labor 
Statistics data indicate that the price of hot-rolled steel fell by 26 percent. Steel prices 
fell to record, unsustainable lows. Meanwhile, prices for major downstream industries 
remained steady. In other words, when steel prices were falling, prices on steel 
containing goods were not. Steel consuming industries were profiting on the American 
steel industry’s misfortunes. Now that the tables are turned, steel consumers are the first 
to point out that fluctuations in steel pricing are affecting their business. 

While the Section 201 steel safeguard was in place, steel prices stabilized and 
supply streams were normalized. Yet the whole time, steel consuming industries fought 
the 201 , claiming that a safeguarded steel industry was hurting their business, “Let the 
market run free,” we heard over and over again. The 201 ’s have lifted, and the market is 
running. The steel consumers are the first to speak up again, this time asking for market 
controls! The market is rurming in the absence of market-distorting trade practices, just 
not the way they want it to. I would respectfully suggest that for the time being, the 
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market has found its way, even though steel consumers do not necessarily like the way it 
has gone. 


Thank you again for giving me the opportunity to submit testimony before the 
committee. 

*MSRP for the Ford Explorer XLT. 

Source: http://\x'Ww.fordvehicles.com/suvs/expiorer/g1ance/index,asp#Expiorer__XLT, March 5, 2004 
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I. Introduction and Background 

This testimony is submitted on behalf of the American Wire Producers 
Association ("AWPA" or "Association") in conjunction with the March 10, 2004 House 
Small Business Committee hearing on “Investigating the Surge in Steel, Metal Prices." 

The AWPA represents the segment of the domestic steel industry that produces 
wire and wire products. The members of the Association operate more than 100 
independent wire plants in 33 states, and employ more than 22,000 American workers. 
They draw wire from steel wire rod to produce a wide range of products, including all 
kinds of wire, rope, strand, fencing and netting, nails, staples, garment hangers, springs, 
and chains. AWPA members produce between 85% and 90% of the domestically 
supplied wire and wire products. The majority of our members are considered small 


businesses. 



136 


II. Wire and Wire Products Industry - Wire Rod Shortages 

Wire and wire products manufacturers require steel wire rod as their primary raw 
material, but wire rod is in short supply today, particularly from domestic rod suppliers. 
Current shortages can be attributed to both domestic rod mill closures over the last 3 
years and antidumping orders on wire rod imports from many long-time foreign 
suppliers. Historically, the domestic supply of wire rod has not been sufficient to meet 
domestic demand and imports have been necessary to fill the gap. Today, supply 
conditions are deteriorating rapidly, and wire companies are facing serious shortages. 

Not only is rod in short supply, but also wire and wire products. With an 
improving economy, domestic wire and wire products companies need even more rod 
than before. Plus, over the last couple of months, the volume of imported wire and wire 
products has dropped off. Basically, we cannot get rod in the increased quantities that 
we need to meet domestic demand. 

AWPA members are reporting delayed or cancelled deliveries of wire rod from 
domestic suppliers, and wire producers are also being placed on allocation by their 
suppliers. As a result of these supply problems, the wire and wire products industry is 
unable to operate at full capacity. 

Many wire and wire products companies are now being forced to turn away 
business. For example, one AWPA member was unable to produce almost 1500 tons 
of orders because of steel shortages. This same company also had to turn down 
another 1200 tons of orders last month due to lack of steel inputs. In other cases, wire 
mills are sitting idle while workers wait for the wire rod to show up. 
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III. Rapid Price Increases for Steel Wire Rod 

Prices for wire rod have risen by more than 70 percent over the last twelve 
months. The wire industry has, in most cases, been able to pass along these 
increases. But over time, with continued raw material costs increases, we could 
experience shrinking margins on our finished products. Further, over the last five years, 
the wire producers and their customers have faced serious competition from imported 
wire and downstream wire products. Our continued concern is to make sure we are able 
to purchase competitively priced rod from both our import and domestic sources. 

IV. Conclusion 

We know that these are not simple problems and that our industry is not the only 
one grappling with steel shortages and sky-rocketing prices. Nevertheless, we 
appreciate the opportunity to explain the circumstances facing the domestic wire and 
wire products industry, and we applaud the efforts of the Chairman and of this 
Committee to investigate these problems and to consider possible solutions. 

Thank you. 

Submitted by, 


Janet Kopenhaver 
Director of Government Affairs 
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Statement for the Record 

United States House Committee on Small Business 
Hearings on 

“Spikes in Metal Prices: What Does it Mean for Small Manufacturers?” 
March 10, 2004 and March 25, 2004 

Submitted by 

William L. Harhaugh, President 
Burrell Mining Products, Inc, 

New Kensington, PA 


I want to thank Chairman Manzuilo and Ranking Member Velazquez for holding 
these hearings to examine the effects of the spike in metal prices on small business. 

Steel is a critical ingredient in our products. At Burrell Mining, we manufacture 
“mine roof supports” - “pillars” that hold up the roofs in underground mines. Mine 
safety , and the safety of the miners working below ground in the mines, is foremost in 
our minds when we design and manufacture our products. 

Our mine roof support products are ''The Can” Cribbing System, and the ''Turbo 
Prop”. The Can is patented, and we have a patent pending on the Turbo Prop. The 
exterior of both The Can and the Turbo Prop is a cylindrical steel canister. The Can 
contains roof and floor convergence better than any other type of support available to the 
mining industry. 

It is important for the Committee to understand that our products are of the 
highest quality and have gained the respect of the federal government and of the mining 
industry. The U.S. Bureau of Mines thoroughly tested The Can and it earned this 
comment from T.M. Barczak, Research Physicist, U.S. Bureau of Mines Pittsburgh 
Research Center: 

“New hybrid supports, such as 'THE CAN ’ supports developed by Burrell Mining 
Products, that can be set in place like a prop but function more like a crib, will provide 
an alternative to wood cribbing in even the most severe mining conditions”. 

In addition, Mr. Scott Timothy, General Longwall Manager of Energy West 
Mining Company’s Deer Creek Mine in Utah, said in a letter to us: “The Can has been 
the most effective alternative support we have tested to date 

In January, I was told that the surcharge I pay on steel will increase from $20 a 
ton to $100 a ton. Further, as an example, the steel cost for a typical 2’ x T Can 
increased from $32. 40 in December of 2003 to $46.44 in April of 2004. An increase of 
43.3 %. 
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If that wasn’t enough, we now hear from our steel supplier that the orders placed 
for us in February of 2004 were not accepted by the mill and a delivery date was pushed 
back from March 24, 2004 to May 1, 2004. As a result, I have no steel to manufacture 
our products for the month of April. 

To give you a further example of the impact on the above, using our typical steel 
costs of $32.40 per 2’ x T Cans in December of 2003, and $46.44 in April of 2004 (no 
steel available at this price) ray open market steel costs are $58.55 for that same 2’ x ‘7 
support. An increase of 80.07 %. Needless to say, we cannot stay in business very long if 
this continues. Someone has to help the small business manufacturers. 

We currently employ approximately 44 people in our manufacturing operations, 
which are mostly in the Appalachian area. 

In addition, my long-time supplier told me that no new mill orders can be 
accepted at this time. That means 1 have to continue to buy steel on the open market, 
and I don’t know if the shipments will arrive in a timely manner to manufacture my 
products. That is unacceptable. 

The steel price spikes are affecting large corporations as well as mid-size and 
small businesses. For instance, I read an article in the Wall Street Journal on March 23, 
2004 that said General Motors is “grappling with rapidly rising steel costs” and that GM 
has refused to pay a 3% increase over contract prices in the cost of steel fasteners that its 
supplier Textron has charged. 

On that same day, March 23, 2004, 1 read a New York Times article stating that 
General Motors’ manufacturing arm is spending its white-collar budget on workers in 
Canada and overseas in order to cut costs. We all have heard complaints lately about 
outsourcing - that our jobs, including white-collar information technology jobs, are 
leaving the United States. 1 wonder if GM’s outsourcing was prompted by the higher 
steel costs. 

I have looked into the reasons for the steel price spikes and I have a few 
suggestions I hope you will consider. 

I have heard and read about all of the arguments; we have a weak dollar; China 
manipulated its currency and is buying up all of the world’s scrap steel; and there has 
been a shortage of coke, which caused our steel mills to run below capacity. 

I know you are looking into all of this. However, I ask you to work with your 
colleague in the House and Senate, and in the Bush Administration, on the following: 

First, the United States must use our diplomatic channels to convince China to 
adhere to the World Trade Organization (WTO) rules. China has not done that. 
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1 read the testimony that Bill Klinefelter of the United Steelworkers submitted for 
your March 10*’’ hearing. On page one of his testimony, he stated that "electric arc 
furnace producers have experienced a 90% increase in steel scrap prices ”, 

We know that China is cornering the world market on scrap steel. 

Klinefelter goes on to say: "Mini-mills have been forced to pass this (high price 
of scrap steel) on to customers through special surcharges of as much as $100 per ton 

On page one of my testimony, I discussed the increased surcharge I now have to 
pay. Since China ignores the WTO and is bujdng up the world’s scrap steel market, our 
government needs to focus on strict diplomatic discussions with China so that I, and 
countless other U.S. businesses, can get relief from the surcharge we are paying. 

Second, there are countless good aspects to the Clean Air Act. However, its 
pollution control requirements caused the coke industry to shut down in the United 
States, except for a few of the giant steel makers, who can afford the pollution controls to 
make their own coke. 

Could we expand our coke-making capacity in the United States if large 
companies, who are the only ones who have the assets to afford to produce coke, are 
given tax credits to expand their coke-making operations? 

Third, steel making is an energy-intensive industry. I know Congress has been 
deadlocked on its energy bill. We need to pass an energy bill that supports research and 
development to find new sources of natural gas, which we use in steel making. I 
understand the cost of natural gas has gone up by 70% since 2002. 

Fourth, isn’t it ironic that this situation has arisen only months after the 30% 
tariffs were taken off foreign steel? 

Finally, I have read claims that domestic steel producers had to decrease 
production due to the coke shortage. I ask Congress to look into this - have you 
contacted the steel companies and asked if the coke shortage was really so bad that some 
domestic producers had to halt production? Also, what did this do to steelworkers’ jobs? 

I encourage you to make known to your colleagues in the House and Senate, and 
in the Administration, the points that have been raised, the policy suggestions that were 
submitted, and the questions that were asked by your witnesses at these hearings. 

We need to do all we can, through diplomacy, research, tax credits or other 
incentives to stabilize the steel market and to reduce price volatility. 

Please remember this - since you lead the Small Business Committee, you know 
how important it is for a small business to operate from a business plan. It is difficult for 
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any business, small, medium or large, to stick to a business plan when we cannot count 
on a specified delivery date or price for steel. 

I want to thank the Committee for accepting my testimony. 


Bill Harbaugh, President 
Burrell Mining Products, Inc. 
Suite 221 

2400 Leechburg Road 
New Kensington, PA 15068 

(o) 724-339-2511 
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MARCH 10, 2004 


These comments are submitted for the record by ITW CIP Stampings, a Santa Fe 
Springs, CA-based manufacturer of steel components for the automotive and other 
markets. CIP Stampings employs approximately 160 men and women in its Santa 
Fe Springs facility, a drop from nearly 300 as a direct result of the most recent 
government imposed tariffs on sheet steel! 

The current spike in steel prices, corresponding shortages, lengthened delivery 
schedules and lack of availability of certain types and quality of steel are but the 
latest indications of a growing problem faced by all steel consuming 
manufacturers: the inability to count on a stable supply of globally competitive, 
high quality and required chemistry steel. In our view, government is at least 
partially to blame for this lack of certainty, and at a minimum should avoid making 
market conditions worse by its actions. 

As CIP’s parent company, Illinois Tool Works Inc., has exclaimed in its testimony 
before the House Ways and Means Committee and the International Trade 
Commission, "Steel is not steel is not steel!” Increasingly, innovative steel 
consumers look to mills to produce the chemistries of steei we need for specific 
applications. CiP Stampings, for example, produces automotive components 
where we "draw” metal into specific shapes where the metal's strength and 
integrity must be maintained throughout the entire piece. We accomplish this task 
through precision forming, extensive experience and the right metal chemistry. 
During the period of the recently lifted “Safeguard Action," we were forced to 
purchase more expensive domestically produced steel[the domestic industry 
claimed, in their objections to our exclusion request, that they could meet our 
requirements] that did not meet our and our customers' metallurgical requirements. 
As a result, we saw productivity decline by 30%. The cost of these expenses 
could not be recovered from our customers. That action also forced us, when the 
tariffs were lifted, to shift our steel purchases to a new offshore producer that could 
supply us with steel that did not require us to perform any additional finishing work 
to the metal, causing us to initiate an additional permanent layoff. 

As you may be aware, conditions in California have caused many manufacturers 
to leave this State. After much discussion, ITW chose, instead of closing my 
facility, to invest in us; but raw material markets continue to challenge this 
decision. 
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ITW and CIP Stampings have consistently stated our support for a strong, 
globally competitive U. S. steel industry. Just as consistently, we have argued 
that the U. S. steel industry cannot be made strong for the long term through 
actions which weaken and/or impair, temporarily or permanently their customer 
base in the U. S. Unfortunately, recent conditions in the steel market, into which 
the Congress has been asked to intervene, are leading us again in that direction. 

Much has been made of the phenomenon of “off shoring," the practice by which 
U. S. manufacturers locate production in other countries, sometimes in addition 
to U. S. production, and sometimes in place of it. And while many factors go into 
any such decision, raw material cost and availability is certainly a major 
consideration in many instances. In a recent letter to our employees and 
customers, ITW CEO W. James Farrell stated that ITW’s labor cost equaled only 
10%, on average, of our products’ costs. For many ITW businesses, raw 
material is the single most significant cost driver, and over which we have the 
least control. 

Beginning with the Voluntary Restraint Agreements (VRAs) against Japanese 
steel in the 1970s and 80s, the U. S. steel industry has enjoyed wave after wave 
of government-imposed protection against imports. All of these actions were 
designed in some way to give the industry “breathing room” in order to become 
globally competitive, or to offer protection against “unfairly traded" steel. The 
most recent example of this practice, the Global Safeguard tariffs imposed under 
section 201 of the Trade Act of 1974, has just been removed in December of 
2003. Yet today, just as following every other instance beginning with the VRAs, 
steel consumers are no closer to the goal of a stable, globally priced, supply of 
high quality steel than they were thirty years ago. 

Indeed, just 3 months after the U. S. steel industry complained bitterly that 
removal of the tariffs would surely sink them under a tide of “unfair imports”, steel 
prices in the U. S. are the highest in the world, steel imports are falling, not rising, 
and rumors are rife that domestic producers intend again to seek protection from 
the International Trade Commission - at our expense! At the same time, our 
OEM customers, before which domestic mills appear to cower, give us no quarter 
and, in fact, continue to demand price concessions based, supposedly, on their 
ability to “negotiate” with domestic steel producers. 

Some observers have attributed the rise in prices to increased demands for steel 
in China, which has been buying increased quantities of both finished steel and 
steel scrap at ever higher prices. Others have pointed to a shortage of basic 
steel-making materials such as scrap, nickel and coke. Still others have blamed 
the lack of steel imports on the weaker dollar and long term contracts entered 
into upon the imposition of the “Safeguard Action." No doubt all have contributed 
to the short-term run-up in steel prices, but short-term conditions occur in any 
market place, and will correct themselves. But over the longer term, government 
policies should endeavor to create conditions that promote stability and certainty 
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in the economy not micro-manage the markets. Viewed through that lens, what 
should government policy be in order to promote the viability of U. S.-based steel 
consumers? 

FIRST. DO NO HARM 


Based on the recent experience with the Global Safeguard tariffs, government 
intervention in the steei market, however well intentioned, has the potential to do 
far more harm than good, particularly in the downstream economy. In our view, 
at least a part of the current shortage/long lead time situation is attributable to the 
withdrawal from the U. S. market by a number of long-term suppliers of imported 
steel during the period that the tariffs were in place. Unwilling to absorb the 
higher costs due to the tariffs, many foreign producers, including our NAFTA 
partners effected increasingly by domestic steel producer sponsored trade 
actions, would not commit to long-term contracts, and sought alternative 
customers. Once the tariffs were removed, due to their success at finding 
alternative customers and due in part to the subsequent weakening of the dollar, 
there was no incentive for those producers to recommit supplies of steei to the U. 
S. market, which has exacerbated the increase in U. S. prices and potential 
shortages. Any action taken by the Congress or the Administration will likely 
exacerbate the problem because neither entity can react quickly enough to 
balance its actions with rapidly changing market conditions. As easy as it is to 
say, “The government ought to do something," the fact is governmental reactions 
are likely to do more harm than good. 

SECOND. REMOVE ANY REMAINING BARRIERS TO THE FREE FLOW OF 
STEEL DURING THIS TIME OF SHORTAGES AND RISING PRICES 


For example, despite the removal of the 201 tariffs in December of 2003, there 
are still a large number of antidumping and countervailing duty orders in place 
against steel from virtually every producing country, including our NAFTA 
partners. In some cases, such as Cold Heading Quality (CHQ) wire rod, 
dumping duties are being assessed even though none of the U. S. producers of 
the product were part of the original petition. The net result of these AD/CVD 
orders is to reduce the supply, increase the price of CHQ in the U. S. and reward, 
via the Byrd Amendment, companies that don't and won’t produce this material, 
at precisely the wrong time and with no justification on the basis of “unfair trade". 
These orders should be revoked or suspended until further notice. 

THIRD. UNDERTAKE A THOROUGH REVIEW OF THE STATE OF THE U.S. 
STEEL INDUSTRY AND ITS RELATIONSHIP TO THE OVERALL 
MANUFACTURING ECONOMY IN THE U. S. 


U. S. manufacturing is challenged, and steel-consuming manufacturers are 
particularly fragile due to the length of the recent recession and the fact that they 
are caught between rising raw material costs and their inability to pass those 
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costs on to their OEM customers. Yet there is little or no government data 
available on the state of the U. S. steel industry and its relationship to the overall 
manufacturing economy, and U. S. trade law restricts or prohibits the use of 
economic data from steel consumers in many trade policy areas. This proved 
particularly troublesome during the debate on the imposition of Global Safeguard 
tariffs, when both the U. S. steel industry and the government’s own economic 
models woefully underestimated the impact of tariffs on steel prices and 
availability, and the corresponding negative impact on steel consumers. As we 
stated earlier, ITW and CIP are desirous of a strong globally competitive 
domestic steel industry - but not on our backs. When the President imposed the 
Safeguard action, each domestic steel producer was asked to submit a business 
plan, of sorts, to inform the White House how it intended to use the Action to 
restructure itself into a dynamic global competitor. While we expect such reports 
contain proprietary information, we think selected members and staff should be 
able to review these reports in light of current and prospective market forces and 
glean from them and other information what the government can do to help them 
meet both the needs of steel consumers. 

Thank you for the opportunity to submit these comments for the record. 
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Original Message- 

From: Jim Zawacki \ 

Sent: Tuesday, March 09, 2004 10;08 AM 

To:i 
Cc: 

Subject: Fw: House Committee on Small Business - Hearing on Steel -- March 10 th 


Rep Manzullo & Knolienberg, 


The availability and pricing of steel since December of 2003 is in a crisis mode. Many smail and medium size 
companies are going to close their doors. We need HELP, and it is needed now. Another month will only see 
more companies close. As of this month my company is out of covenant with our bank, because of the high price 
of steel. Not one of my automotive customers has accepted the steel price increase. 

The steel industry needs to be investigated to find out the reasons for the highest price steel ever. Why are we 
helping other countries with steel, scrap steel, and incentives to sale in the United States? Next we need an 
Industrial policy that protects jobs in the United States. For your information the steel tariffs started this whole 
crisis. 


Jim Zawacki / CEO 
GR Spring & Stamping, Inc 
706 Bond Ave N.W, 

Grand Rapids, Ml 49503 
616-831-0108 
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statement of the Motor & Equipment Manufacturers Association (MEMA) 

House of Representatives 
Committee on Small Business 
Hearing: Metal Prices and Small Businesses 

Chairman: The Honorable Don Manzullo (R-IL) 

March 10, 2004 

On behalf of our more than 700 member and affiliated companies, the Motor & Equipment Manufacturers 
Association (MEMA) appreciates the opportunity to provide our comments on the impact of the recent 
dramatic surge in prices for steel and other metals on the automotive parts industry (automotive suppliers). 
MEMA member companies have voiced strong concerns over the rising prices for copper, aluminum and 
most prominently - steel - since Dec. 2003. Automotive suppliers are one of the country's leading steel 
consuming sectors, with a prominent majority of that consumption stemming from domestic steel producers. 
We thank Chaimian Don Manzullo and the members of the Committee for their decision to convene this 
hearing and permit debate on this grave issue. 

MEMA represents and serves manufacturers of motor vehicle components, tools and equipment, 
automotive chemicals and related products used in the production, repair and maintenance of all classes of 
motor vehicles. The association represents the three distinct segments of the motor vehicle supplier 
industry: aftermarket, heavy duty, and original equipment. 

The automotive supplier industry encompasses thousands of large, medium and small companies in all 50 
states, directly employing more than two million Americans. Thousands of these jobs are located in the key 
states of Pennsylvania, Ohio, Illinois, Indiana and Tennessee, as well as Michigan. Steel remains the 
leading raw material for many auto suppliers. According to Automotive Industries, the typical U.S. family 
car in 2001 had an average of 1,780.5 pounds of steel, representing 57% of the vehicle's total weight. 
Aluminum, which is also experiencing a cost surge in the United States, represented 256.5 pounds of the 
average family car in 2001. As part of the evolution of the automotive industry over the past few years, 
suppliers have assumed responsibility for much of the manufacturing that was previously performed by the 
automakers themselves, and consequently directly purchase most of the steel found in automobiles today. 
As an industry, we are therefore very vulnerable to the kind of raw material price increases now occurring in 
the market. Many of the small businesses in our sector are particularly at risk; they have very limited 
leverage with their steel producers and have little to no ability to pass raw material price increases on to 
their customers. 

One specific example can be found in the case of MEMA member company Consolidated Metal Products 
(CMP), based in Cincinnati, Ohio, This company, which employs 120 individuals, is the world's largest and 
only full-line manufacturer of high-strength U-bolts for vehicular leaf spring and air suspensions. CMP has a 
global reach, successfully serving customers in North America, Europe and South America. However, over 
the past few months, the company's steel costs have risen by a remarkable 40%. They paid more than 
$90,000 a month in additional costs for their steel purchases, which consist of rod and special bar quality 
steel, in Feb. 2004. CMP has indicated that its additional costs for March 2004 will total $1 50,000, This is an 
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unsustainable situation for CMP and they have not been able to pass these costs down the supply chain, 
thus the full burden is being borne by this small manufacturer. Unfortunately, this situation is being mirrored 
throughout the automotive supply chain in the U.S. 

In late December 2003, the U.S. auto parts industry began receiving notices from individual steel producers 
and steel service centers that additional surcharges would be placed on their orders, effectively 
immediately. The surcharges within our industry are presently totaling as much as $80 to $130 per ton 
depending on the specific type of steel. This is already a significant escalation since the beginning of 
February 2004 when the surcharges averaged from $20.00 per ton to $60.00 per ton. Auto suppliers have 
received “stop shipment" notifications from steel producers, which will go into effect if they do not accept the 
surcharges. Additional communications from steel producers have simply stated that the price will be: the 
“price in effect at time of delivery" with no additional information. 

This untenable situation is adversely affecting steel consumers, raising concerns that U.S. manufacturers 
across the board will lose access to critical raw materials and face further job and business losses in the 
face of foreign competition. U.S. auto suppliers cannot absorb raw material cost increases at this pace, 
which rival those witnessed by the industry after the imposition of the Section 201 steel tariffs in March 
2002. Over the past three months, the automotive supplier industry has witnessed landmark price peaks. 
MEMA's member companies have reported this phenomenon across most steel product lines; 
manufacturers are witnessing surcharges on sheet steel, cold roll flat, rebar, steel wire, steel rod, hot roll 
flat, electrical steel, stainless steel flat, all forms of carbon bar and coated steel. 

Estimates from January 2004 note the following increases in the cost of certain product types'. Costs have 
notably excalated since the first month of 2004, but these figures reflect the beginning of the present cycle; 

• Hot Rolled Sheet -Up 23% 

• Cold Rolled Sheet - Up 1 2% 

• Galvanized Sheet - Up 7% 

• Rebar -Up 10% 

• Merchant Bar -Up 17% 

• Wire Rod - Up 12% 

• Structurals - Up 11% 

• Plate -Up 9% 

Price increases, however, are only one of the mechanisms by which the present raw materials situation has 
caused disruption and dislocation in our industry. Many steel producers and service centers have slowed 
their leadfimes (the period of time necessary for a steel mill or distributor to make delivery on a shipment) to 
18-20 weeks for new orders, in addition, some of our small manufacturers reported that mills in the United 
States have now declined to accept new orders from them. 

Automotive suppliers run on strict "just-in-time" delivery systems; balancing a complex and sensitive supply 
chain that depends heavily on the prompt delivery for materials and the reduction of inventory as a cost- 
efficient mechanism. Supply problems, in conjunction with surging costs, have disrupted production 
schedules and forced some of our companies to purchase material from the spot market in order to keep 
their lines running and to fulfill commitments made to their customers. 


' Source: “The Price of Automotive Steel: Not Such a Steal Right Now," Tom Pepin of McKinsey & Company, Feb, 
12, 2004; numbers drawn from the CISC World Market's 5-year price averages from 1999 to the end of 2003, 
compared to the current selling price in the U.S, in January 2004. 
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The factors affecting this change in the market are varied and complex, but it is clear that the growing 
consumption of key raw materials by other countries such as China carries long-term repercussions for the 
U.S. manufacturing community. The “notification of surcharges” tetters that the auto parts companies have 
received from their steel mills and service centers repeatedly cite factors such as Asia's, and more 
specifically - China's, rising consumption of steel, rod and other sensitive raw materials as the cause of the 
surcharges. China's steel imports alone have increased dramatically by an estimated 31.6% over its 2002 
levels and 50% over the nation's 2001 levels. In addition, countries including China, Russia and the Ukraine 
maintain restrictions or outright bans on the export of scarce raw materials such as steel scrap and 
metallurgical coke. These export restrictions enable these countries to protect their domestic supply, shelter 
their domestic industries and focus greater demand on the open markets of the world, such as the United 
States. 

Other sources have argued that there is a severe worldwide shortage of coke, which has contributed to the 
present price surge. In January 2004, the Weirton Steel Corporation idled a blast furnace due to a shortage 
of coke^. Spot coking coal prices in the U.S, have risen to $72 per net ton versus $40 per net ton in August 
2003 and $60 per net ton in January 2004T In-country reports have also noted changes to China's export 
licensing program for coke, ostensibly designed to create a larger domestic reserve of this key input. As 
China had been a prominent exporter of coke to markets around the world, including the U.S., the potential 
connection between this policy and the dramatic price escalations that our companies are experiencing is 
pivotal. The publication World Steel Dynamics further reported in early March 2004 that China might take 
additional action to maintain a domestic stockpile of coking coal by restricting exports of this material as 
well. It is clear that China's consumption of raw materials is growing exponentially as the nation continues to 
build its infrastructure and engage in new manufacturing initiatives. This development bears significant 
ramifications for U.S. manufacturers and those companies in the auto parts sector. 

Estimates from January 2004 note the following increases in the cost of key inputs for the production of 
steeH: 

• Scrap steel, up 53%, from $95/ton to $145/ton 

• Natural gas, up 33%, from $3.20 Mcf to $4.25 Mcf 

• Coking coal, up 23%, from $44/ton to $54/ton 

• Iron ore, up 16%, from $49/ton to $57/ton 

• Higher ocean shipping rates to transport steel (more than double in some 
markets), due primarily to increased security-related costs 

MEMA applauds Chairman Manzullo for initiating this hearing to gather data on the present cost increases 
affecting metals in the United States and its impact on U.S. manufacturers and other metal consumers. The 
U.S. Congress and the Bush Administration must work with industry to address the root causes of this crisis 
and to assess potential next steps to aid U.S. businesses. Automotive suppliers and other manufacturers 
will lose their competitive edge in the global marketplace if they are not able to secure the quantity and 
quality of raw materials that they need at a stable price. This is essential for the recovery and future growth 
of the U.S. manufacturing sector. 

The cost surges described above come at a time when many U.S. manufacturing sectors are facing 

unprecedented challenges in terms of healthcare costs, energy prices and foreign competition. 


2 Source: Wall Street Journal; Feb. 23, 2003 
^ Source: World Steel Dynamics; Jan, 29, 2004 edition 

< Source: “The Price of Automotive Steel; Not Such a Steal Right Now," Tom Pepin of McKinsey & Company, Feb, 
12, 2004; numbers drawn from the CISC World Market's 5-year price averages from 1999 to the end of 2003, 
compared to the current selling price in the U.S. in January 2004. 
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Manufacturing and the job losses within this sector of the U.S. economy have dominated headlines across 
the country. This also holds true for the auto supplier industry. Our companies must address numerous 
obstacles on a daily basis: global overcapacity in the automotive industry, loss of domestic market share 
over the past decades, rising foreign competition, and unfair trade practices by other nations which support 
their domestic automotive industries or block the imports of U.S.-manufactured vehicles and automotive 
parts. U.S. automotive suppliers are also struggling to meet strict cost reduction mandates from their 
customers. Most U.S. automotive suppliers cannot pass higher raw material costs or production costs 
forward to their customers, leaving automotive suppliers in a “cost-price" squeeze. 

Higher raw material costs and supply disruptions have the potential to further damage our competitive 
position in relation to foreign auto parts manufacturers in the U.S, market and in overseas markets. Over the 
past few years, automotive suppliers have witnessed a shift in their customers' purchases from the U.S. to 
foreign sources of automotive parts and components in order to reduce cost, A Feb. 27*' press report noted 
that General Motors has indicated it will purchase $4 billion in auto parts from China by 2009; Ford procured 
$1 billion in auto parts from China in 2003 and intends to strengthen its purchases of Chinese components 
over the next few years. 

The automotive industry is a leading contributor to our nation’s economic health and its ongoing recovery. 
The automotive industry remains the single largest manufacturing sector in the United States, accounting for 
more than 5 percent of America's gross domestic product. Automotive suppliers serve as one of the nation's 
leading high technology sectors, directly driving much of the overall industry's research and development 
efforts. Suppliers are the foundation for vehicle production, sales and vehicle maintenance in the United 
States- a network that provides jobs for 6.5 million Americans. MEMA believes that the economic instability 
rooted in the inability to secure raw materials at an equitable price may place American jobs at risk and may 
erode the ability of our industry to remain a viable U.S. manufacturing sector, 

MEMA has initiated internal mechanisms to estimate the financial and economic damage imposed on 
groups of its member companies through the additional surcharges on steel shipments and growing scarcity 
of certain materials. We urge the U.S. Congress and the Bush Administration to take steps to examine the 
various factors affecting the market, including factors occurring outside of the United States. MEMA looks 
forward to working with Chairman Manzullo and other concerned members of Congress, as well as the 
Administration, on this issue. Above all, the automotive supplier industry requires a stable and timely flow of 
raw materials to its plants to maintain its operations and employment in the United States and it must have 
access to a globally competitive price for such goods in order to sustain its existing business relationships 
and explore future opportunities for growth. 

MEMA thanks Chairman Don Manzullo of the House Small Business Committee for this hearing and for the 
opportunity to express its views on this critical issue. Please feel free to contact MEMA’s Washington, DC 
office with any additional questions. 


Respectfully Submitted, 


Christopher M. Bates 
President & CEO 

Motor & Equipment Manufacturers Association 
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CONVEYORS & DRIVES. INC. 


1850C MacArthur Blvd., N.W 
Atlanta, Geoi^ia 30318 


March 4, 2004 


Telephone: (404) 355-1511 
Fax: (404) 355^1944 


Congressman Donald ManzuUo 
222B Rayhum House Office Building 
Washington, D.C. 20515 


Subject: Steel Surcharge Hearing 

Dear Congressman Manzullo: 

I am very pleased and enco\traged to hear that your House Small 
Business Committee will be holding a hearing on March 10’^ to investigate the 
surchaig;es on steel prices being imposed by U.S. steel manufacturers. This is 
a very serious situation that could ifitimately affect the present economic 
recovery of our nation if it goes unchecked for a prolonged period of time. 

We are receiving steel surcharge announcements almost daily from one 
or more of our suppliers, and it doesn*t take a genius to see what affect this will 
have on consumer prices once it trickles down to that level. Everything that 
has steel in it will increase in price, automobiles, appliances, tools, toys, etc.; 
which could result in a resurgence of inflation, reduction in gross domestic 
product numbers, job losses, etc. 

Our company is a distributor of Material Handling Equipment, and 
almost everything that we sell is either partially or completely made of steel. 
The steel surcharges that we are being notified about are creating havoc in otir 
ability to price or quote products that we offer for sale. Also, with the 
unknowns associated with the surcharges, our suppliers for the most part will 
only honor their quoted prices for a few days. We have been in business for 35 
years and this situation is unprecedented in my recollection. The only thing 
that might come close is the pricing volatility of the inid-1970’s period which 
was brought on by the Arab oil embargo. 

We are beginning to see an impact from this situation with customers 
balking at surcharges being added to their quoted prices; threatening to go 
elsewhere to see if they can find a supplier willing to accept an order without a 
surcharge. Many customers are considering delaying the purchase of 
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Congressman Donald ManzuUo 2 

Washington, D.C. 


equipment that is not absolutely necessary for the operation of their business, 
hoping that the surcharges will go away in the not too distant future. However, 
we are being told by our suppliers that they have been advised by their steel 
suppliers not to expect any relief from the situation anytime within the next 
several months. 

This matter definitely needs to be investigated to see what is the root 
cause, and if anything can be done to curtail it before it derails our economy. I 
am not particularly in favor of government intervention in the affairs of 
business, but this might be an exception. 

Thairks in advance for all you and your committee are doing to help get a 
handle on this matter. 

Respectfully, 

CONVEYORS 85 DRIVES, INC. 

L. Gary Ashliy jj 

President 

LGA/cm-cd4342b 

cc: Ms. Susan Eckerly, NFIB/Atlanta, GA 

Ms. Pam Lucey, NFIB/Atlanta, GA 
Mr. Dan Danner, NFIB/Washington, D.C. 
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Statement of 

The Associated General Contractors of America 


Presented to the 

U.S. House of Representatives 
Committee on Small Business 


Hearing 

on 

Investigating the Surge in Steel, Metal Prices 
March 10, 2004 



The Associated General Contractors of America (AGC) is a national trade association of 33,000 firms, 
including 7,000 of America's leading general contracting firms. They are engaged in the construction of 
the nation's commercial buildings, shopping centers, factories, warehouses, highways, bridges, tunnels, 
airports, waterworks facilities, waste treatment facilities, dams, water conservation projects, defense 
facilities, multi-family housing projects and site preparation/utilities installation for housing development. 


The Associated General Contractors of America 

333 John Carlyle Street, Suite 200, Alexandria, VA 22314 . (703) 548-3118 - Fax (703) 837-5407 
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Investigating the Surge in Steel, Metal Prices 
March 10, 2004 
U.S. House of Representatives 
Committee on Small Business 


The Associated General Contractors of America (AGC) appreciates this opportunity to 
assist the Committee by calling attention to the harm that soaring steel prices are doing to 
construction contractors, particularly small businesses. AGC is the leading national trade 
association for the entire nonresidential construction industry. AGC’s 100 chapters in every state 
represent 7,000 general contractors and 26,000 subcontractors, specialty contractors, and 
suppliers of goods and services to all types of construction. 

Most AGC members are small businesses, reflecting the construction industry as a whole. 
Census Bureau data for 2001 show that of the 691,000 construction firms with employees, 
630,000 — 91% — had fewer than 20 employees. In addition, there were more than 2 million 
construction firms without employees that year. 

Steel is one of the most essential and pervasive products used in construction, from the 
pilings used for building foundations to guardrails installed immediately before opening a new 
highway. Since January 2004, AGC members have been reporting unprecedented increases in the 
cost of all types of steel and materials containing steel. Here are a few examples, taken from 
emails sent by AGC members in the past two weeks: 

• “We bid a job the first week of November and got a work order the first week of January. The 
reinforcing steel supplier withdrew his bid and repriced it 50% higher.’ 

• “Another project required a metal roof. Yesterday [March 4], they bid a price on another 
project guarantying the price for one week with price increases scheduled for the next 
three months of 22%, 24‘'/o, and then 24%.” 

• “My company’s guardrail steel prices have raised 60% in the past year — 30% since 
December.” 

• “Pre-engineered steel structures 14%, reinforcing steel 50%’ 

• “We paid $33 a roll for wire mesh in December and are paying $52 a roll now'.” 

These examples are typical. What makes construction especially vulnerable to these increases 
is that contractors submit firm bids for projects long before they buy the materials. If the price of 
a key component, such as steel, rises in price after the contract is signed, the contractor must 
swallow the increase. 

Typically, contractors try to protect themselves from this risk by getting firm supply 
agreements with steel suppliers before they submit their bids. But currently, steel suppliers are 
imposing “scrap surcharges” or other price increases and are telling contractors they must accept 
the increases or not get the product. 

In addition, instead of making prices firm until the steel is needed, suppliers are guaranteeing 
prices for only two weeks, a week, or not at all. There is often a lag of weeks or even months 
from the time a bid is submitted until the contractor receives a ratified contract or work order. 
That means the contractor caimol protect itself by buying the steel at the time of bidding unless it 
is willing to risk being left with a pile of steel for a project it may not win. 

Most alarming of all, many contractors are finding that suppliers will not guarantee delivery 
dates or quantities. Most construction projects depend on very precise timing for delivery of each 
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component. If a contractor does not receive the requisite amount of steel, a bridge project can 
literally stop in midstream. Hundreds of workers may be laid off. The contractor will not receive 
its next progress payment, thereby jeopardizing the solvency of the contractor, its subcontractors 
and its suppliers. Delay of even a minor component of a large project, such as the guardrail that is 
installed at the end of highway construction, can cause the entire project to keep from opening. 

AGC’s members have heard a variety of explanations for the current crisis. It apparently will 
take a variety of steps to increase supply and stop the runaway price escalation. The federal 
government can play a number of constructive roles. For instance: 

• Agencies involved in trade and transportation should make sure that there are no unnecessary 
barriers to the importation and transport of steel or its ingredients, 

• Agencies that regulate steel mills and iron and coal mines should remove any roadblocks that 
may be delaying the opening, expansion, or reopening of these facilities or discouraging the 
hiring, retention, or rehiring of qualified workers. 

• Agencies that purchase structures, equipment, and fabricated or raw materials using steel, 
along with agencies that help fund state and local purchases, should examine their purchasing 
rules to facilitate use of substitutes for scarce materials, flexibility on delivery dates, and 
possibly price adjustments. 

• Agencies that hold stockpiles or surplus steel, raw materials, or unneeded equipment suitable 
as a source of scrap steel should expedite the disposal of these supplies. 

AGC has communicated with the Secretaries of Commerce and Transportation and with all 
of the principal agencies involved with federal construction and federal grants for construction: 
the Federal Highway Administration, Public Buildings Service of the General Services 
Administration, Army Corps of Engineers, Naval Facilities and Engineering Command, Office of 
Water Quality of the Environmental Protection Agency, and Bureau of Overseas Building 
Operations of the State Department. 

We welcome the Committee’s involvement with this urgent issue. We encourage you to 
continue highlighting the hardship it is causing small business and to seek cooperation and 
creativity on the part of the federal government to solve the shortage and provide appropriate 
relief to businesses harmed by these unprecedented price shocks. 
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February 20, 2004 


Congressman Donald Manzullo 
2228 Rayburn HOB 
WasWngton, DC 20515 
Fax -(202) 225-5284 

Dear Congressman Don Manzullo, 


As we discussed at the Belvidere Mamifacturcrs Appreciation Breakfast, there is a crisis 
in the steel industry. 

For the past few years, our industry has been particularly affected by the recession. Four 
years ago our company had over 90 employees. We are now down to 62 employees. We 
were just beginning to become profitable again, then the steel tariffs were lifted and the 
U.S, steel market began to incy^ase prices exponenlially. Our average price of steel in 
October 2003 W'as between $.16 and $.18 per pound. The price of steel today is between 
$.34 and $.50, depending on the thickness of the steel. Stainless steel pricing is even 
inure volatile. 

In addition to the increase in cost, the steel distribution centers are minimizing payment 
terms from 45-60 days to 1 5 days. In some cases, they are requiring payment before they 
even accept an order. This puls our company into a severe cash flow situation since our 
products often take 12-16 weeks to build, and then our customers pay 60 days after 
shipment. 1 know of no other industry that is affected in this way. 

\Vc have already been told by several steel distributors of imminent shortages of steel, as 
well as imminent price increases of $.05 per pound O'cry month for the next three 
months. We have been told that the steel we need is being shipped to China and that they 
are paying premium dollars for purchasing slabs of raw steel China is also purchasing 
scrap, coke and coal above market prices. As a small business, we cannot be competitive 
in this type of market. 

We would appreciate any help the Conunittee on Small Business could provide. Thank 
you for your attention to this urgentmafter. ~ * 


Respectfully, ^ 

Barbara R. Hemme 
Corporate Sccretary/Controilor 
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REVOLUTIONARY AIR PLOW 


251 Edwards Avenue • Carpentersville, IL 60110 


February 18, 2004 


Congressman Don Manzullo 
U.S. House of Representatives 
Washington, D.C. 

Dear Congressman Manzullo: 

I am writing in regard to the state of turmoil the U.S. steel industry finds itself 
currently embroiled in and the confusion that abounds. 

Recent events date to back to the current administration’s implementation of 
what have become known as the Section 201 tariffs. Almost seemingly 
overnight, steel prices for slit and delivered coil stock rose 15% or more for those 
buyers who could even find It. The industry felt the implementation of these 
tariffs was necessary in order to allow the domestic industry to become well 
financially and to even the playing field against off shore competition. 

Fast forward to November of 2003 when the decision was made to lift the tariffs. 
No one expected pricing to drop. Demand was relatively high, Great Lakes were 
closing soon so off shore tonnage would be limited, and pricing gains the industry 
had gained, they should be able to retain, and the weakened dollar meant foreign 
sources could sell their product elsewhere at higher margin. 

We at Revcor Companies, Inc., began putting our metal buy for C2004 together 
in October of 2003. The final product of these negotiations was an anticipated 
significant savings for C2004 versus C2003. Our agreements were "firm price” 
for a specified period, the minimum 6-month of C2004. 

Less than two months later, these agreements were voided, “Force Majeure", A 
combination of coke shortages, energy costs, and scrap metal shortages and the 
industry felt it necessary to implement surcharges, We are being instructed by 
our suppliers to sign acknowledgements of these surcharges before steel will be 
released. We have suppliers asking for our purchase orders for April delivery, 
but they cannot tell us what the steel will cost. We having pricing agreements 
with our customers who are telling us they cannot and will not pay higher prices 
than those previously agreed upon. 

With regard to the rise in scrap shortages and the shortages of available scrap to 
those steel mills with electric furnaces. It is my understanding that the steel 


2S1 Edwards Avenue* Catpemersville.lL 60110 • 847.428,4411 •Fax: 847.426.4680 • www.revcor.com 
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industry, by law, has been declared “national defense critloal”. How can we allow 
scrap to e)4iorted to China for big bucks when the domestic industries tell us 
there is a shortage that drives these surcharges? 1 am ail' for business 
maximizing profit where possible, but gouging is an entirely different matter. 

Further, as I write this, I see an announcement that ISG has acquired the assets 
of Weirton ^eel. Now, to summarize, ISG has acquired the assets of LTV, 
Bethlehem Steel, Acme Steel, Weirton, (and other smaller), U.S. Steel has 
acquired the assets of National Steel. It would seem we have two players now 
controlling a major portion of domestic steel production capacity. Aren’t there 
any anti-trust issues at stake here? Two companies now control 50% or more of 
the domestic steel production capacity. 

The situation has now become instead of buying steel off shore, complete sub 
assemblies and components are now being bought off shore. The 
implementafion of these surcharges will only serve to further this process. We at 
Revcor are being forced to begin exploring increased off shore sourcing in order 
to remain competitive. 

American industry can compete. But before granting favored nation trade status 
to China, shouldn’t we insist they allow their currency to float internationally with 
other currencies instead of being propped up and supported by their central 
government? Doesn't this amount to a subsidy by the Chinese government? 

Thank you for your time and efforts on behalf of not only your constituents, but 
also all manufacturers attempting to ride out this storm. The situation is 
becoming critical, business and jobs are at stake. Let’s level the playing field. 

Sincerely, 



Kyle R, Martinson, C.P.M. 
Director of Purchasing 
Revcor Companies, Inc. 
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Hartz, Joe 


Subject; 


FW; Versabar Corp testimony on steel issues 


Original Message 

From: versabar 

Sent: Tuesday, March 09, 2004 2:13 PM 
To: Hartz, Joe 

Subject: Versabar Corp testimony on steel issues 


Hello Joe, as requested, here is the information you requested: 

Quote : 

Tuesday, March 09, 2004 

As requested by Congressman Donald A. Manzullo, Chairman of the House 
Committee on Small Business, we offer the following testimony as a small 
manufacturer of steel products: 

We are Versabar Corporation, a manufacturer of electrical framing systems 
located in Paterson, NJ. We have been in business for 60 years serving the 
Electrical Industry in Northeast region of the United States. We buy steel 
from "service centers" that buy directly from mills. Traditionally the 
supply of domestic steel in the U.S. has been supplemented by foreign 
sources. Today, with the falling dollar, Chinese demand, and limited 
supply, prices have become outrageous. 

Just prior Co, and immediately after the onset of the 2001 steel tariffs, we 
experienced a 30% rise in steel prices. Increases were due to the fact that 
domestic mills no longer had to worry about competing with Che overseas 

market. It is important to note chat the mills called out for help, and got 

it. Our business took a hit, and the industry spun into a slump: August 

2003 was our worst sales months in over 4 years. To cut costs, we have 
layed off one employee, we have cut some salaries by 5%, and we have also 
cut back on our health insurance. All of these things have a drastic impact 
on a small business. 

Since the withdrawal of the steel tariffs in mid 2003, we have experienced a 
backlash from the steel producers resulting in a shortening of supply, and a 
70% to 90% increase in pricing, depending on the product. The price 
continues to rise daily. The mills now seem to embrace the foreign market 
they demonized just a few years ago. 

Steel, coke, and scrap are being exported overseas at record rates. This 
wholesale exportation is Che main reason steel prices have exploded over the 
last four months. The South Korean government is very close to enacting 
export restrictions to help protect the manufacturing sector from disaster, 
isn't it time we did the same. 

Due to market forces, we have watched our sales volume decrease 
approximately 10% over the last year. 2004 has all the makings of a 
complete disaster for us. To combine that with a 70% increase in our cost 
adds insult to injury. We believe both the increase in prices and the lack 
of supply are injurious to companies in the United Sates. This situation is 
correctable, and must be addressed immediately in order to avoid a 
catastrophe in Che manufacturing sector. This is a sector that is very weak 
to begin with, and it cannot sustain itself much longer in this current 
situation . 
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We believe that an investigation of the metals producer's current policies 
is warranted and overdue. 


end quote 
Thanks 

William E. Taylor 
VERSABAR CORPORATION 
PATERSON, NJ 07522 
1-800-228-3772 


2 
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Original Message- 

From: Mark Tyler | 

Sent: Monday, M arch 08, 200^ 8:22 AM ’ 

Subject; Regarding Steel Prices 


Good Morning: 

I just want to share a few comments regarding ttie escalating steel prices and the effects on our company. OEM 
Fabricators is a small manufacturer that builds componente for Original Equipment Manufacturers. Typical 
customers for OEM are companies such as Terex, Caterpillar and Schwing. We employ 125 people. 

When the steel tariffs went into effect, it raised our costs of material nearly thirty percent. We were unable to pass 
any of those increases along. The economy was such that plenty of excess capacity existed and companies 
would take work at break even to keep their doors open. 


The recent increases that have hit since the tariffs were lifted are so severe and came so suddenly that we were 
forced to tell our customers that their prices must increase or we can't continue to produce their products. At a 
minimum it has strained relationships that have been long standing. Some work has been lost to more hungry 
competitors and some lost to off shore sources. 


To give you a sense of what we are dealing with, here is a sample of some of the increases. These are 
representative and not "worst case" examples. 


Item Avg December Price 

10 Gauge Hot Rolled A36 S.20 
1/4" Hot Rolled A36 $.19 

1/2" Hot Rolled A36 $.18 

1" Hot Rolled A36 S.22 


Week of Feb. 23 Percent Increase 


$.35 

75% 

$-35 

85% 

S.40 

122% 

$.49 

133% 


I can't say I have any suggestions fora solution. But Ouch! 


Thank you, 


S. Mark Tyler 
President 

OEM Fabricators, Inc, 
300 McMillan Road 
Woodvilte, Wl 54028 



715-698-3904 Fax 


www.oemfab.com 
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From: 

Sent: 

To: 

Subject: 


writerep 

Tuesday, March 09, 2004 11:32 AM 
IL16WYR 

WriteRep Responses 


DATE: March 9, 2004 09:45 AM 
NAME: Rick Pfeiffer 
ADDR1; 2312 Virginia dr. 
ADDR2: Manitowoc, Wi. 


ADDR3: 

CITY: , 

STA TE:! 

PHONE: 920-794-6311 
EMAIL:, 


Message: 

Good morning Don, we have met several times since most of my life I 
resided in Rockford. I noticed in yesterday's American Metal Market that 
you are chairing a house small business committee in regards to 
"dramatic surge in prices for steel". Presently I'm the Director of 
Procurement for Fisher Hamilton L.L.C. located in Two River WI., we are 
in the laboratory furniture business and a large consumer of steel and 
components with steel content. Since the first of the year steel pricing 
has moved up 40%-100% depending the grade of product purchased, and in 
addition availabiity is terrible. Many steel mills are using the term 
"allocation" which I've not heard from them since the mid-seventies. As 
you are are probably aware the driving factors are mill consolidations, 
shortage of scrap, fuel and energy cost's,weak dollar, freight cost's 
and the great demand for additional steel in China. We need to protect 
the manufacturing base that remains in this country, the current 
condition 


that exists will eliminate many more jobs in this country. Your 
immediate attention to this current "crisis" is needed. If I can be of 
any assitance please have someone contact me, ph. 1-920-794-6311,, 


9 
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1054 S. Clinton St • Syracuse, NY 13202-3409 • Phone (315) 476-5306 • (800) 581-5555 • Fax (315) 474-8876 
Web Site;www.syraco.com E-mail;sales@syracD.com 


March 2, 2004 

Congressman Donald Manzullo 
Chairman 

House Small Business Committee 
415 South Mulford Road 
Rockford. 11 61108 

Dear Chairman Manzullo: 

I am the President of The Syracuse Stamping Co. located in Syracuse, New 
York, My company has forty-five employees and our main products are 
hardware items for overhead garage doors. Our primary competitors are 
importers from China. 

Our hardware items use about one thousand tons of steel per year. Prior to 
the steel tariff we competed very effectively against our competitors. With 
the steel tariff we stopped making a profit and barely survived. We could 
not raise our prices because our competitors did not have an- increase in steel 
prices. We were looking forward to returning to profitability when the tariff 
ended. 

What has actually happened is that steel prices are now even higher. Since 
January of this year our steel prices have jumped 35% and we are looking at 
April pricing that is up 65%. Beyond that suppliers are not committing to 
any prices. They are saying that pricing will be determined at time of 
shipment. 

I was happy to see that you are starting to look at the justificafion for these 
increases and the damage that they are causing. These price levels are 
threatening the employment of forty-five people so I hope your committee 
can find a way to quickly influence price reductions. 

Sincerely, 

Fred Honnold 
President 
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MPSTERCOIL SPRING COMPANY 


N0.?6i mi 



4010 Albany • McHenry, IL 60050 


Tel: (815) 544-0051 


Fax: <815) 344-0071 


March 2, 2004 

Mr. Philip Eskeiand 
Committee on Small Business 
U.S. House of Representatives 
2361 Rayburn Building 
Washington, D.C. 20515 

Dear Phil, 

I ^ writing to you since we have worked together in the past with botli you and 
Con^essnian Manzullo. My concern at this point is with respect to steel pricing and 
availability. 

We been \W)rking for the last year with a large roanufecturer of Trampolines and we 
expected a large amount of new business this year. In my last conversation with them 
just yesterday, I was informed that diey will have to cut back their production for at least 
the next three to four months due to lack of availability of the steel tubing for their 
fiamevrork. This is incredible in the United States diat you would have a problem 
obtaining steel tubing- This cutback will be devastating for them, and will result in our 
not having an additional $500,000 of new business. If they are unable to fulfill their 
committnent to the likes of Wal-Mart, where do you suppose Wal-Mart will go to get dte 
trampolines? Probably China and the jobs won’t be coming back! 

This is only one example of what we see on an almost daily basis. The entire 
manufacturing sector is under assault and no one seems to get it. The President’s steel 
policy has been a dismal failure from the standpoint of the overall economy. We are 
being told by our suppliers tliat the reason for high prices and the lack of availability 
is the lack of Coke and Scr^. We are being told that the Chinese have bought up ^1 the 
scrap. So, our own steel industry can’t supply the demand, but we have forced the 
foreign suppliers out. This coupled with the weak dollar makes obtaining steel even 
more difficult. 

Tm sure the Congressman has heard this before, but I wanted it known from our 
perspective, as well. 


Thank you for your time and interest. 



Richard Piwonka 

Director of Sales and Marketing 


www.mastorcoil.com 
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CORRUGATED INDUSTRIES 

OFFLORroA,INC. 


1920 U.S. Highway 301 N. Tampa, Florida 33619 
(813) 623-6606 • Wans (800) 545-4580 • Fax: (813) 623-6610 



FAX COVER SHEET 


DATE: March 4, 2004 

FROM: Gene LeBouef, Jr. 

RE: House Small Business Committee Hearing In Investigation of Recent 

Surge in Prices for Steel and Other Materials. 


ATTENTION: Representative Donald ManzuHo 

The United States House of Representatives 
Committee on Small Business, Chairman 
2228 Rayburn House OfSce Building 
Washington, DC 20515 

FAX NUMBER: (202) 225-5284 

TOTAL NUMBER OF PAGES TRANSMITTED (INCLUDING COVER SHEET) _4 

IF YOU DO NOT RECEIVE ALL PAGES INDICATED OR IF YOU ARE UNABLE TO READ THE FAX, 
PLEASE CONTACT ME AT (8 IS) 62S-6606 OR (800) 54S-4580AND REQUEST THE PAGES NOT 
RECEIVED. OR THE FAX TO BE RESENT. 


THANK YOU, 


GENE LEBOUEF, JR 
VICE PRESIDENT 
CORRUGATED INDUSTRIES 
OF FLORIDA, INC 
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CORRUGATED INDUSTRIES 

OF FLORIDA, INC. 


1920 U.S. Highway 301 N. Tampa, Florida 33619 
(813) 623-6606 • Watts (800) 545^580 • Fax: (813) 623-6610 



March 4, 2004 


ViA Facsimile (202) 22S-S284 
& U.S. Mail 

Representative Donald Manzullo 
The United States House of Representatives 
Committee on Small Business, Chairman 
2228 Rayburn House Office Building 
Washington, DC 20515 


Re: House Small Business Committee Hearisc iik Isvestiga tion of 

Recent Surge IS Prices for Steel ano Other Materials 

To the Honorable Donald Manzullo: 

This letter shall address your investigation of die recent spike in the price of steel. I am 
the Vice President of Corrugated Industries of Florida, Inc. (“Comigatcd Industries”), 
1920 U.S. Highway 301 North, Tampa, Florida 33619, which also does business as 
Custom Metal Biuiding Products, 4268 Poche Court West, New Orleans, Louisiana 
70129. As a small manufacturer of corrugated metal roofing and building components, 1 
am extremely concerned with the recent surge in the price of stwl, as it is greatly 
impacting my ability to serve our markets. 

I am aware that the steel mills are faced with record-high costs of scrap steel and 
escalating prices on raw materials and fiiat U.S. steel prices have jumped 30% is less than 
two months because of the domestic steel shortage. Furthermore, I understand that China 
is currently cxpericncmg a tremendous growth period, which has put a strain on the 
world’s steel supply, and the devaluation of the dollar in comparison to foreign currencies 
also has caused a surge in the prices of domestic steel as of January 2004. 

In an effort to serve and to maintain our clientele, Coirugated Industries has been trying 
to absorb the majority of these increases in cost for the past two months. However, my 
business is unable to sustain such pricing adjustments for a long period of time. 
Corrugated Industries is not alone in this crisis. As a member of Associated Builders and 
Contractors, I am in frequent contact with other small businesses in this industry, and it is 
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Rep. Manzullo 
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clear that all small steel-manufacturers are seeking a solution to the current price 
situation. 

I realize that the Committee on Small Business will hold a hearing on March 10, 2004, in 
Washington to investigate dramatic spike in the price of steel, and I anxiously await 
your proposals for dediag wth this issue. I will obtain the transcript of your hearing in 
order to review the Committoj’s position on die government’s ability to contain the price 
of steel ^d to aid small businesses like Comigated Industries. 

Our suppliers are continually learmng of potential increases in the near future, and we 
fear that we have not seen the last of rising steel costs. I respectfully request that your 
Committee exercise every possible option to avoid any additional price-increases in the 
steel industry, and 1 invite any direction you may offer in how a small-business owner, 
like me, can cope with the ongoing price surges, imtil larger measures may be taken to 
lower the price of steel. 

Thank you in advance for your attention to this matter. I look forward to receiving your 
i^iy to this letter and learning more about actions that will be taken by the Committee on 
Small Business. 


Regards, 


Gene D. LeBouef, Jr., Vice President 
Corrugated Industries of Florida, Inc. 


cc: The United States House of Representatives 

Committee on Small Business 
2361 Rayburn House Office Building 
Washington, DC 20515 
Fax; (202) 225-3587 
E-Mail: smbiz@mail.house.gov 

Representative Nydia M. Velazquez 
The United States House of Representatives 
Committee on Small Business, Ranking Member 
2241 Rayburn House Office Building 
Washington, DC 20515-2104 
Fax: (202) 226-0327 
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DHW 
tDRPOIMTiai 


2959 West 47th Street • Chicago, Illinois 60632 
« (773) 847-7588 • FAX (773) 847-5550 . 1 (BOO) MT-DRUM 

Fax Transmittal 
202 / 225-0129 
202 / 225-2934 


February 9, 2004 


The Honorable Congressman Donald Manzullo 
2228 Rayburn HOB 
Washington, DC 20515 

Dear Congressman Manzullo, 

It was nice to talk to you again today, I appreciate all of the help you have given 
us in the past and I am now asking your assistance again with the current steel 
market. 

It was determined by the Bush Administration that steel tariffs were needed in 
order to protect the steel industry. They later determined that the steel tariffs 
were not working and therefore lifted them. Now that the tariffs have been lifted 
we can no longer obtain the steel that is needed in our production line. This does 
not seem like an industry that needed orders or needed protection to improve it. 

The US steel mills have had adequate time to replenish their inventory but not 
one of them will sell to us, or even call on us for that matter. We have contacted 
the three biggest steel mills in our area, USS. Inland Ispat, and ISG all to no 
avail. Numerous steel warehouses have no steel available and they are hot 
being supplied by their sources. We have contacted our former foreign steel mill 
and they will not return our calls - they don’t want our business. We have no 
place to go for steel. 

I have attached various documents from USS, as well as internal documents for 
your review. 

As you can see, we cannot operate on the amount of steel that Is being allocated 
to us. This amount has been based on steel we have purchased in the past six 
months; however, Trilla has tried to maintain at least a two-week level of 
inventory. Now that USS has acquired National Steel we have been shorted on 
our orders by 35-40% each month and have now needed to go to the open steel 
market to fill our needs. Furthermore, rraw that USS has bought National they 
would like to shut us off. 
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Page 2 

Congressman Donald Manzullo 
February 9, 2004 


You will also be receiving a similar letter from Mr, Earnest Beardsley of North 
Coast Container and also Mr. Douglas Brooks of CP Louisiana. 

I appreciate your assistance in this matter and please let me know if you need 
additional information from us. 

Sincerely, 

TRILLA STEEL DRUM CORPORATION 



President & CEO 
LT/nal 

Attachments: 

1 . USS January 27 Latter - Surcharge 

2. Email January 7 - Trilla/T rilla-Nesco IQ2004 Orders and 2003 
Inventory 

3. Explanation 1 

4. Email January 12 - USS acknowledges receiving April Requirements 

5. Explanation 2 

6. Email January 27 - Steel Issues 

7. Email February 5 - Steel Needs 

8. Miscellaneous - T rilta's Orders 

9. Miscellaneous - Trilla’s P.O.'s 

1 0. Miscellaneous - Trilla/Nesco Steel Request 

1 1 . Miscellaneous - T rilla T onnage Request - April 04 



170 


FEB-09-2004 05:25 



United S^es Steel Cwpcsation. 
Appliances, Contanere, Converters 
600 Grant Slreet 
Pittsburgh, PA 15219-2749 


Mr. Lester Trilla 
President 
Trilla Steel Drum 
2959 West 47* Street 
Chicago, IL 60632 


January 7, 2004 


Dear Mr. Trilla: 

Due to unprecedented increases in raw materials and transportation costs, US Steel finds 
it necessary to implement a $30 per ton surcharge on all shipments effective February 1 , 
2004. This surcharge will be in effect until further notice. 

Also, in conjunction with the opening of our April order book and in recognition of 
current and forecasted market conditions, effective for April 2004, your pricing will be 
increased to the following base price: 


Cold Rolled; $25.00/cwt FOB mill 


US Steel appreciates the relationship with Trilla and looks forward to a mutually 
beneficial 2004. Please feel free to call me if you have any questions. 

Sincerely, 


Robert T. Hoelke 

Account Manager 

United States Steel Corporation 

600 Grant Street 

Pittsburgh, PA 15219 

412-358-0306 
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RTHoelke@u5s.com 

01/07/04 01:33 PM 


41 

To: a5edtaceK@tnlia.com 
cc: 

Subject: Trilla / Trilla-Nesco 1Q2004 orders and 2003 Inventory 


Andy, 

Attached is the email I sent before Christmas - 
Bob 


Forwarded by Robert T Hoelke/Headquarters/oss on 01/07/2004 02:32 PM 


Robert T Hoelke 


asedlacek@trilla.com 


ltrilla@ trilla. com, 


12/19/2003 04:42 cc: Jeffrey J 

Bush/Headquarters/OSS?USS, Don L Cook/Headquarters/0SS@USS, Norma J 

PM Johnson/Headquarters/USS@DSS, 

(bcc: Robert T Hoelke/Headquarters/OSS) 


Subject: Trilla / Trilie-Nasco 


1Q2004 orders and 2003 Inventory 


Lester & Andy, 

Per our meeting and numerous phone conversations, the attached Excel and 
Word documents detail the orders entered at Gary Works and Midwest for the 
1Q04 for Trilla and Trilla-Nesco, Be advised that the March orders Andy 
submitted have been updated to account for the large amount of inventory in 
the Gary Warehouse as of this writing. Based on the usage number for each 
size given to me by Andy, the orders entered should satisfy your 
requirements through the end of the first quarter. 

Trilla Chicago Order book: 

{See attached file: trilla lq04 bookings. xls) 

Changes in February & March P.O.'s - Chicago: 

(See attached file: trilla orders.doc) 

Trilla-Nesco (Fenton) order book; 

(See attached file; trilla-nesco.xls) 

Changes in March P.O.'s: 

(See attached file: fenton march orders.doc) 

Be advised that 1160 tons of Fenton's March orders will be placed at US 
Steel's Midwest facility. Trilla's product has been produced at this mill 
before, and Andy gave the approval for the move. 

in addition, per our December 12, 2003 meeting, be advised that any 2003 
inventory not shipped prior to January 1, 2004 will be revised to the new 
2004 pricing. This will also pertain to available 1Q04 orders which are 
not shipped prior to March 31, 2004. 
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If you have any questions, let me know. 
Bob 


Robert 

T. Koelke 




Account Manager 




United 

States Steel Corporation 




Office; 

Fax: 

412-358-0306 a , 

412-358-0307 ^ ' 

4-^ 

4^ 



1 


9 

Cell; 

412-839-7377 tHIla lq04 bookir«^jd trilla orders.doctriila-nesco.xls fenton march orders.do 
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Explanation 1 : 

USS decided to reduce the inventory level of material on their floor. 

Trilla has 1 1 different si 2 fis of steel and has tried to mamtain at least a 2 week level of 
inventory on USS floor as part as its procurement strategy to limit affects of mills 
inability to produce ^eel in a timely fashk>a 
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RTHoe!ke@uss.com 

01/12/04 03:07 PM 


To: asedlacel^rilla.com, !triMa@triiia.com 
cc: JJSush@uss.com, NJJohnson@uss.com. DLCook@uss-com 
Subject: 


Lester & Andy, 

US Steel acknowledges receiving your April requirements; however, please be 
advised of the following regarding your April orders; 

US Steel's April order book is not available to enter orders as of yet. 
You will be notified when authorization is given and entry begins. 

US Steel will accept a maximum of 2,300 tons in the month of April. 

This value is a reflection of Trilla '2 historic shipping pattern over 
the past six months. 

US steel cannot guarantee your request to have 25% of the ordered amount 
available for shipment on April 1st. All orders are subject to entry 
guide space and lead time availability. CJSS will do everything to 
accommodate your request, but orders are promised on a weekly basis and 
may not be available the first day of the month.; 

Successful delivery of your requirements are contingent upon US Steel's 
ability to secure raw materials necessary for production of your 
material . 

In order to keep inventory at a manageable level, US Steel will require 
inwediate shipment of material as it becomes available in April. 

Any questions let me know. I will be in contact once April's order book is 
open to discuss specific sizes and the dates they are needed. 

Thanks, 

Bob 

Robert T. Hoelke 
Account Manager 

United States Steel Corporation 
Office: 412-350-0306 
Fax; 412-358-0307 

Cell: 412-869-7377 
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Explanation #2 

USS arbitrarily detennined the amount of steel they would supply Trilla in the 2“* 
quarter. This is not based on any attempt to meet our needs at either of our facilities or 
having the material ready on a timely basis throughout the month. 
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"John Vogt* 

<jvogt@trilia>nescQ-co 

m> 

01/27/04 10:34 AM 


To: *andy sedJacek* osed)acek@trilia.com> 
cc: 'LesterTrilla* <ltrilla@tnlla.com>, 'Dave Tomaszewski' 
<davet@TRJLLA.COM>. "Andy Pipitone' 
<Andy„Pipltone/TriHa_SteeI_Drum@triila,com> 
Subject: steel issues 


Andy, 

As I told you this morning, I w«it over the steel in house or in process at the mil! to determine what sis»s I will be 

in trouble on in February. Following are the sizes. 

.0323x36.375 — I will be out the last week of Februaiy, possibly sooner since Reichold has svritched their drums 
&om I S gauge to 20 gauge. The March order is not started yet. 

.0323x48 1 will be out the 3rd week of Fdsruary. The March order is not started yet. 

.0374x48 i will be out the last week of February. The January order has been setting at "CAST" since at 

least December I2th. The March order is not started yet. 

.0398x48 We are out now. I anticipate using 240 tons in February and the mill has 95 tons in process that 

should ship in the next two weeks. Half of my January order and all of the February order has 
bc«n setting at "CAST" since at least December 12ih. The Mardi order is not started yet. 

.0508x36.375 Fw Dow — ^As you know we need this steel ASAP and it still appears to be 2 to 3 weeks from 

shipping. 

Jdin 
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"Jcrfm Vogt* 

cjvogt^trilta-nesco.co 

m> 

02/05/04 09rl4A!V5 


To: 'Bob Hoeike’ <rthoeike@uss.com>, 'Norma Jean Johnson' 
<nj joh nso n@u S5.com > 
cc: *andy sedlacek' <asedlace(<@trilia-com> 

Subject: steel needs 


Bob, NOTina Jean, 

Can you checi; into the status of following sizes fix rae. I will call you later this morning for an update. 

.0287x35.75—1 will be out Monday and there appears to be plenty at Flat Rock, and it appears to have been 
thCT^c in excess of two weeks. 1 need them to process this and ship scxac by tomorrow. 

.0323x36.375“Gary had 43xxx scheduled at the Tanper on Monday's r^rt-ship this ASAP. 

.0398x36.375 — ^Monday's report shows 102, xxx available at Oary. This needs to ^ip next wwkw sooner. 

.0398x48— —Monday’s report shows 145, xxx avail^le at Gary. This aj^ears to have betai ready for several 
weeks according to the rqaort. £ am «it of this size and having to suistitute steel. I have requested 
you to ship th^ several times and still have net received it. Plet^ see that this ships today, as it is 
crating me S.3 1 for every drum that 1 am substituting steel for to meet my curtomer's needs. 

AIso since my January and Fdsruary ord«5 are not ready at Gary, Please rush my March order 
with Midwest as it appears that it will be ready prior to the orders at Gary. Have Midw^t ship 
this steel ASAP and see if they can rush it. 

.0437x48 — Again see if Midwest can rush my March ordw as it is further along than ray January order at Gary. 
I am using this mat^iai as a ^bstitute for .0398 and i am starting to run out of it also. 

thanks, 

Jdin 


O 



